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Accountancy Training for Lawyers. 


By Harotp DupDLEY GREELEY. 


At the very beginning of his practice, even when his law 
school training is strongest in its influence, the young lawyer 
becomes aware. of deficiencies in his equipment. One of these is 
practically certain to be that of a knowledge of business. This 
may be discovered when the client seeks advice as to the terms of 
a contract of employment as manager, in which compensation is to 
be based on earnings after proper provision for depreciation; or 
it may be manifested in Supplementary Proceedings when a 
Judgment Debtor announces triumphantly, “I haven’t a cent!” 
and throws his books of account on counsel’s table to prove it. 
Some time, some way, this lack will surely reveal itself. 

Specialization, the order of the day, is fast making impossible 
the lawyer of yesterday. No longer can the aspirant at the bar 
dip bee-like into the numerous fields of activity; he must con- 
centrate. Is there then no way by which he can acquire the 
rounding out of the old school training in the matter of business 
knowledge? Certainly there is none in his entering any particular 
business. Granted the feasibility of such course, the limited 
information acquired would fall far below the broad gauge 
requirement. It is suggested that practice for a year or two as a 
junior public accountant affords the best means for supplying this 
particular want. Because of the widespread ignorance among 
lawyers of the work of the accountant, and because of their gen- 
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eral tendency to regard him as a mere bookkeeper, some elabora- 
tion of this idea is imperative. 

What is here understood by a knowledge of business is not a 
knowledge of economics, trade conditions or financial situations ; 
for such knowledge, however essential to the jurist of riper years, 
is not a sine qua non to the young lawyer. The business knowl- 
edge which he requires is intelligence as to the common varied 
businesses actually conducted in his day and world, familiarity 
with their organization and administration. That this intelligence 
and familiarity can be acquired from experience in accountancy 
would be evident were it not for that general lack of information 
to which reference has already been made. 

The work of the accountant is of two kinds, auditing and sys- 
tematizing. Systematizing a business is advanced work, and in 
the present purpose it plays no part, since ability to install a system 
can scarcely be developed in the time likely to be spent in account- 
ancy as a training school. Auditing is the examination of the 
books and records of a business that its condition may be exactly 
ascertained. Incidentally it discloses any trust relations existing 
therein, and in consequence its function is frequently extended to 
include a work which logically might be left to the proprietor, 
namely, that of determining by a verification of the assets and 
liabilities disclosed by the accounts whether or not these trust 
relations have been sustained or violated. This extra duty varies 
in importance from the counting of cash at a hotel cigar stand to 
the examination of securities held by a mammoth trust company. 

The books and records of a business constitute its autobiog- 
raphy. If it is a corporation, its birth is recorded in the minute 
book and in the journal entry digesting its certificate of incor- 
poration ; if a partnership or the business of a sole proprietor, in 
the entry condensing the articles of co-partnership or the invest- 
ment of the sole proprietor. The records show in exact detail 
every breath of life which the business draws, and the purpose of 
the audit is to determine whether or not this autobiography 
reveals the truth, all of it, and nothing else. 

It would not be worth while, even if there were opportunity, to 
describe the technical means whereby this determination is 
reached. A generalization of the work will suffice. The accountant 
is required to do a great deal more than to test the arithmetical 
execution of the books and records. In order to see that they fairly 
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reflect the situation, he must familiarize himself with the purpose, 
financing and organization of the business; with the officers, their 
work, efficiency and compensation ; with the clerical staff and the 
labor employed, their work, efficiency and compensation ; with the 
financial policy of the business ; with the operation of the business ; 
and finally with the result of it all—whether or not there has been 
a profit. When this has been fairly done, the accountant is in a 
position to comply with the last requirement; that of suggesting 
new policies, financial and operative, which may increase the net 
worth of the business. 

Now this searching thorougliness in examination is the result 
of no new resolution of a young profession struggling for recog- 
nition. A quarter of a century ago it was required, we find, 
according to the Report of the Secretary of the United States 
Treasury for 1884, at page 164, where the Comptroller of the 
Currency outlines his instructions to national bank examiners: 

“This official inquiry into the affairs of a national bank does 
not end with the mere inspection of the cash, bills receivable, 
books and accounts of the association, but the examiners are 
instructed to closely scrutinize the business of the bank, to investi- 
gate the standing and fitness for their positions of the persons to 
whom the management of the affairs of the association are in- 
trusted, and the manner in which the business is usually con- 
ducted, whether prudently or otherwise; to ascertain as far as 
possible the character of the loans and discounts of the bank, and 
what losses, if any, have been or are likely to be sustained. The 
examiner is also instructed to ascertain how frequently the board 
of directors meet together to consult in relation to the affairs of 
the bank, and to discover if possible any malfeasance in office or 
willful neglect of business on the part of the management.” 

This method of auditing necessarily makes the accountant 
master of the outlines of the business and a single audit is of great 
value to the young accountant, inasmuch as the same general 
scheme of operation is found in all businesses. But he gets much 
more than this in the great range of businesses examined. It is 
not unusual for an accountant on the staff of a large firm to be 
engaged upon a dozen audits in as many weeks, comprising, per- 
haps, the businesses of a retail shoe store, a railroad company, a 
hospital, a brokerage house, a manufacturing plant, a life insur- 
ance company, a newspaper Office, a city government, a hotel, a 
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church, a bank and a club. Thus his experience covers practically 
the entire field of modern business. 

It may be urged that the young accountant will not be used 
upon such a variety of engagements and that his work on any par- 
ticular one will be the detail grind of proving figures and examin- 
ing vouchers. The answer is by way of confession and avoidance, 
affirmatively being that when he has demonstrated his ability to 
put work behind him accurately and quickly he will get as wide a 
range of assignments as the senior—since almost every audit 
requires an assistant—and also that by careful examination of the 
papers and tactful questioning of the man in charge he can gain a 
really comprehensive notion of the ground covered. 

A result of this experience of even more value to the man who 
intends to return to the practice of law is the acquisition of busi- 
ness sense. Business sense may be said to consist of habits of 
thought and methods of execution found more often in the busi- 
ness man than in his professional brother. In this consideration 
of it, those characteristics equally developed in both necessarily 
are not discussed. 

Of these habits of thought, by far the most useful is that of 
seeking instinctively the other man’s point of view. Once upon a 
time, a half-witted fellow found in a wayside pasture a lost horse 
for which the wiser townsmen had searched in vain. Being 
pressed for an explanation, he said, “ Well, I just thought where 
I’d go if I was a horse, and I went there and he had.” The value 
to the lawyer of this kind of thinking is apparent. In briefing, 
the number of hours that are saved by discovering the key to the 
digest and the index is astonishing; throughout the entire prac- 
tice, the divination of the next move by the other side or by the 
court is a master stroke. 

Now the junior accountant works in three relations, each of 
which requires the constant exercise of this faculty. First, in 
relation to the man whose work he is examining, his initial inquiry 
is why did he do the thing in this way? This question un- 
answered, the books and records are a jumble of meaningless 
figures. Further in this connection, the auditor’s second inquiry 
is, how could the man conceal fraud under this method of book- 
keeping? The more complete the mastery of the examined’s 
point of view, the more clearly are the possible ways revealed and 
the fewer are the chances of any escaping detection. Then, in the 
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junior’s relation to his senior, he must get the latter’s view point 
in order to understand instructions. Instructions are given in the 
heat of the moment, tersely, usually brusquely, and the conse- 
quences of not “ getting”’ the man in charge are disastrous on 
work of any magnitude. The senior is forced to rely on his 
juniors to prepare the figures which are finally to be put together, 
and time is never more of the essence than in the assembling of 
results. Can a man serve two masters? Here is a man whose 
very livelihood depends upon his ability to serve a dozen. Lastly, 
the junior has always to bear in mind the fact that some other 
accountant is to follow him. This necessitates his anticipating the 
point of view of the subsequent worker by keeping his working 
papers in such shape that, dropped at any moment, they would be 
intelligible to his successor. 

But the accountant’s work on the whole is from the view point 
of no interested party. Unlike the lawyer he makes no case. 
His mission is to discover and disclose facts and only facts; not to 
draw inferences from them in support of one or another side of a 
controversy. Even when he is engaged by a lawyer to conduct a 
specific investigation in preparation for specific litigation, his 
work is completed when he reports the situation as he finds it. 
Thus is acquired the invaluable asset of the judicial attitude. 

From this independence of position comes increased responsi- 
bility. The advocate’s word we assume to be tinctured with par- 
tisanship; the quasi-judicial certificate of the accountant is taken 
as free from it. The former we realize to be the work of a mind 
trained to equivocate and hence we subject it to great tests before 
placing our dependence upon it; the latter we take at its fair 
import and to that standard we hold the accountant professionally 
bound, regardless of his legal liability upon his certificate. Conse- 
quently there is bred in the accountant a feeling of responsibility 
for his work that may well be emulated by the lawyer. 

In the trial of a case alertness is a potent factor and the 
preparation is conducted to enable counsel to exercise it. In the 
conduct of an audit it is no less important, but there can be no 
preparation. The auditor goes alone and single handed to com- 
pete against the Goliath of detail mastery. Alertness must be 
exercised at every turn, for somewhere in that complexity of 
accounts, perhaps buried in “ General Administration Expenses,” 
there may be concealed facts which it is the business of the 
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auditor to disclose, the business of the examined to conceal. Rail- 
road rebates are the most conspicuous instances. A single lapse 
from alertness may vitiate the entire examination, as when a de- 
falcation is concealed by means of a fictitious account which the 
auditor passes in a moment of mental haze. Inattention some- 
times produces a ludicrous result. In the audit of an insurance 
company, a schedule was prepared showing policies by numbers 
and amounts of insurance; the assistant who was making it 
footed not only the amount columns but also the numbers of the 
policies ! 

Memory is a faculty highly developed in the accountant— 
memory for conditions, men and figures. It is put to daily use in 
comparing new audits with former ones, in greeting by name men 
whom he has not seen since the prior year’s examination and 
recalling traits and habits exhibited by them on that occasion, and 
in remembering combinations of figures whereby is furnished the 
soltuion of many a perplexing situation. 

Closely akin to memory is the faculty of seeing the whole of a 
thing at a glance. Show to a layman an unfamiliar document— 
mortgage, contract, letter or deed—and for the first ten seconds 
one of two things will happen. Either he will begin the detail 
reading of some part of it, or the whole will appear a blur and the 
condition described by the psychologist as dispersed attention will 
result. To the trial lawyer, called upon hurriedly to scan before 
its admission his adversary’s documentary evidence, at a time 
when ten seconds seem ten minutes, either alternative would be 
disastrous. His eye must be trained to see all the matter within 
its range, his brain to distinguish and record the impressions 
which come to it. Such training is the accountant’s. The latter’s 
whole work is the examination of strange situations and un- 
familiar books and records, under stress of speed and the 
uncompromising necessity of absolute accuracy. 

Of accuracy and speed, little need be said. The former is the 
rock upon which the confidence of the business world is built. A 
large employer of accountants once epitomized the matter in say- 
ing, “I do not want a fast man who is accurate, but an accurate 
man who is fast.” Speed is cultivated in the accountant chiefly 
because of competition among accounting firms, most of which 
conduct all their work upon per diem charges to the client. The 
same work completed in less time is the best advertisement for 
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the accountant. Hence the men in the field are required to 
develop speed; also because they constitute the accounting firm’s 
stock in trade and their percentage of their turnover must be as 
large as possible, since their salaries are on monthly bases. 
Incidentally it may be remarked that the accountant’s punctuality 
in the lawyer would prevent many a default and some loss of 
substantive rights, while his precision and love of orderly 
arrangement would safeguard much evidence and reduce the loss 
of valuable papers to a negligible quantity. The office of the 
average lawyer displays a truly remarkable disregard for ‘the 
value of the client’s documentary evidence and for his own temper 
and time. 

A well known governor of Massachusetts once said, “ Truth 
never lay in compromise.” Granted, but practical results almost 
invariably do lie in compromise. A young lawyer inclined to be 
technical can profit greatly by accounting experience. The 
accountant is to produce a given result in a given time, an 
absolute physical impossibility if he is to thoroughly investi- 
gate every line of inquiry open to him and to rectify every 
error disclosed. Like a worker with an adze, he hews as 
close to the line as possible, but does not attempt to plane or to 
polish. Every bit of surplusage in work is cut away and matters 
handled incorrectly in theory are overlooked if relatively 
unimportant. 

There is one phase of the accountant’s work and the char- 
acteristics it develops which must be mentioned in closing or even 
so broad a generalization as this would be incomplete. This is 
the fact that most of the accountant’s work is carried on in hostile 
surroundings. There is no court in which he can meet his adver- 
sary, no judge to grant him fair play. In most of the audits, the 
attitude of the examined is outwardly courteous, but in some, par- 
ticularly where the local auditor or bookkeeper has been so long in 
his position that he regards himself as indispensable and the audit 
a personal affront, it is openly antagonistic. In either event, the 
examining auditor is put to an endurance test of resourcefulness, 
for whether or not the truth will be concealed depends solely upon 
his ability to discover the facts he seeks without material aid from 
the party under examination. Few questions may be asked, for, 
apart from the futility of asking them, they disclose the account- 
ant’s lack of knowledge of the situation and thus deprive him of 
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the moral effect of his assumed expectness. He must exercise this 
resourcefulness to the straining point and the constant exercise of 
it makes of him a truly resourceful man. 

The strained relations under which he works develop another 
faculty the value of which to the trial lawyer can not even be esti- 
mated—tact. And as to the results which the accountant dis- 
closes, he maintains a stoical reticence which is not to be scoffed 
at. This is carried even so far that at times when in a strange city 
he will affirm that he is traveling for pleasure rather than let the 
inference arise that he has been making an examination. And he 
holds inviolate the rule never to disclose the names of his clients. 
This is due to no peculiar consideration for the client but to his 
realization that confidence, which is the basis of credit, must never 
be disturbed by premature reports of his operations. Can the 
lawyer claim such discreetness ? 

These then are the benefits which the young lawyer may 
expect from the experience; what compensation must he render 
for them? Negatively, he must cease for the time his develop- 
ment as a practitioner, thereby losing his grip upon both his 
incipient clientele and the bag of tricks upon which the trial 
lawyer relies. The latter is easily re-acquired; the former will 
come again almost of itself on account of his added years and 
business experience. His knowledge of the great body of the law 
can be kept alive by his employing such spare time as he has in 
reading, and he will find a delightful avocation in what before 
seemed an endless struggle. 

Affirmatively, he pays in work, genuinely hard and often 
health impairing. The mere preparation for the venture may 
mean a year or two in night school, for the ways of expert book- 
keeping constitute the accountant’s alphabet and positions as 
junior accountants are not open to men untrained in the technique. 
Then, when fairly launched, he will realize that never before did 
he know what work was. He will spend not hours but weeks in 
detail drudgery. He will know only one hour of the twenty-four 
—that at which he begins—and he will early fail to distinguish 
Sundays and holidays. What is perhaps harder, he must sur- 
render his personal liberty and subject himself to a military sys- 
tem. The accountant is required to land on his feet and produce 
rough and ready results whenever and wherever he may be 
dropped. As the practice of the large accounting firms extends 
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over the whole of the United States, he must travel and travel at 
short notice. Arriving at ten in the morning from Florida, he 
may leave at three in the afternoon for Chicago; or, having been 
led to believe that he would remain in his home city for some 
weeks, he may be notified by ‘phone at eight in the evening to 
take the midnight train for Denver. 

These hardships are offset in a measure by the fact that the 
junior accountant receives a larger salary than the law clerk. The 
latter ordinarily starts on his career at $10 or $12 per week—the 
junior accountant may expect $20 or $25. It should be borne in 
mind, however, that while the law clerk working in his library or 
answering calendar need not be fastidious in his dress, the junior 
accountant working as he does in the offices of the clients must 
present at all times an appearance of prosperity, a circumstance 
which substantially reduces the difference. 

Finally, is it worth while? This question is so individual and 
so personal that it cannot be answered categorically. 











Property Accounting for Fire Losses.* 


By Joun C. Duncan, Pu. D., 
Assisiant Professor of Economics, University of Illinois. 


A former article has shown the methods by which the insur- 
ance appraiser determines the loss of a fire from the books and 
records of the assured. The ordinary determination, according 
to the examination outlined previously, is merely a more or less 
inaccurate approximation, unless the records are kept according 
to a plan which will give absolutely definite data concerning the 
value of the materials within the structure. We have seen how 
desirable it is for both parties to have an accurate building and 
equipment inventory, and have seen how one may be put into 
operation. It remains for us to discuss inventory and record 
schemes for keeping track of all the materials that are in a plant, 
raw, finished and partly manufactured. 


An adequate scheme should fulfill the following requirements : 
(1) Give a complete summary record of: 
(a) Amount and value of raw materials in the storehouse. 
(b) Amount and value of finished goods in shipping 
department or warerooms. 
(c) Amount and value of materials in each department 
undergoing the manufacturing process. 
(d) The amount and value of the work that has been 
expended on the goods in each department. 
(2) Give an accurate daily balance of the exact conditions 
noted in number one above. 
(3) Be self-proving, so that the evidence presented by the 
records will be absolutely trustworthy and acceptable. 


The valuable material in a plant at any time consists of three 
classes: raw products, partly manufactured, and finished goods. 
A very efficient plan for keeping track of goods within a plant is 
to adopt the perpetual inventory. 

In this paper we shall discuss the perpetual inventory for the 
store room, keeping the raw material and the shipping room or 
warehouse, which receives and contains, until delivered to cus- 
tomers or otherwise disposed of, all the finished product, reserv- 


* Copyright, 1908, by john C. Duncan. 
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ing for the third paper the discussion of keeping track of the 
partly finished products both in quantity and value. 

Fundamentally the perpetual inventory rests on the principle 
of keeping accurate constant record of all additions to and sub- 
tractions from stock of any kind. This is made possible by the 
employment of bins for receiving and distributing and the use of 
daily balancing records. A good illustration of the proper 
employment of the inventory is presented in a large plant of an 
internationally known corporation. 

As soon as material comes into the plant it is received and 
stored in bins. The receiving clerk in the store room checks off 
the invoices as they arrive, thus assuring the correctness of the 
receipts. The clerk is held responsible for the quantity and 
quality of all material which he signs as having received. The 
invoice, thus properly countersigned, is turned over to the 
accounting department and a record is made in the Stores Ledger, 
The Stores Ledger is a specially ruled book, which in a con- 
venient form keeps exact record of both quantity and value of all 
material. (See Fig. 1). 
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It might seem an arduous task to keep up this daily balance, 
but as a matter of fact it is not difficult to keep in actual practice. 
A large establishment has, daily, something added to or taken 
away from every variety of raw material in stock. It is necessary 
to keep record of these transactions in order to give the purchas- 
ing department data, for without adequate information stock is 
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not replenished with accuracy. The writer was once employed 
as a workman in a large internationally known plant where no 
such record was kept. As a consequence, not only were the 
conditions of the raw stock of the plant not known, but much time 
was lost through the lack of material with which to do work. 
Frequently the men killed time on a job in order not to be 
absolutely idle until something turned up. This was in a firm 
that had outstanding contracts and work to be done, but where 
the ignorance of the status of the raw material hindered and 
hampered its activities. As a matter of fact, aside from being 
applicative for insurance, a perpetual inventory record is an 
imperative necessity for any well organized firm. 

The original record for the material received is the invoice 
sheet. The original entries for the material given out are taken 
from the requisitions, made out by responsible employees within 
the plant. 

Two methods of requisitions might be employed in order to 
get material from the store room. 

(1) A number of men in each department have authority to 
obtain goods from the storehouse on their own signature when 
presented on a properly printed form. Where the manufacturing 
process is of such a character that there is no great variety in the 
raw materials and where each order will call for a considerable 
quantity the scheme is successful. . In those cases after the order 
is honored it is sent to the accounting department where the 
record is transferred to the inventory ledger under proper heading 





Contract No._49_ Date, 2-17-08. 





To STOREKEEPER: 


Please deliver to bearer the following: 


Two Cylinder Oil Cups. 


DO HARRISON. 


Gang Boss. 














FIG. 2 
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and the daily balance taken off. The following figure is a form 
of one of these orders and by referring to Fig. 1 it can be seen 
how the transaction may be carried through. 

The above method of procedure is usually designated as the 
voucher scheme and a large number of businesses permit such a 
course of action. 

In some industries the output is composed of a great number 
ef assembled parts, each one of which is carefully fitted and joined 
to another. Machinery of all kinds come under this category. 

In a large machine shop or engine building establishment the 
work of the foremen is so great that much of their authority 
must be delegated to other men called gang bosses, who are given 
charge of special groups of work. These gang bosses have five 
to thirty and more men under their direction and each one of 
these workmen are, at any time, likely to make requests for 
materials from the gang boss if the voucher system is in use. 
Frequently there is so much to be obtained, the variety of 
materials wanted is so great and the men who come to the gang 
boss for orders are so numerous that the gang boss gets into the 
habit of making out orders without questioning the uses to which 
the materials will be put. The writer was once employed in a 
firm of the above character where the order voucher system was 
in use. By it men obtained candles, electric light bulbs, brass 
work, oil cups, and a great variety of other valuable material 
which they either wasted, used at home or sold. 

It might ‘be suggested that the store room clerks would be 
expected to visé these orders before honoring them. This was 
done in the case above cited, but there were so many calls on the 
clerks that it was simply impossible to hold them responsible for 
duplicating orders that were properly signed. In a single day 
over five hundred vouchers for small and great quantities of 
materials would come in, to investigate which, in however a cur- 
sory manner, would cause a waste of time so that a line of men 
would soon string before the windows. 

In the accounting department the vouchers required an 
excessive amount of clerical work because they had to be sorted 
and assembled before they could be copied into the ledger under 
their proper divisions. 

As a result of these limitations to the voucher system there has 
arisen another method of obtaining material from the store room. 
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(2) The drawing room, manned by engineers and draughts- 
men, designs a complete plan of all the things which go into the 
structure. A clerk then makes out from the drawing a set of 
sheets (Fig. 3), in which are shown the things which each depart- 
ment in the shop needs to properly carry out their part of the 
work on the structure. These sheets are made out in quadripli- 
cate, one is retained by the draughting department, two are given 
to the store clerk and the third is handed to the gang boss who 
has charge of that particular section of work. When the gang 
boss wants any material indicated on his sheet he checks off the 
articles he wants, takes the paper to the store room and receives 
those articles. The stores clerk will take his two sheets, check off 
the same articles and then at the end of the day will send one to 
the accounting department where the amounts taken out of the 
store room will be properly entered on the Inventory Ledger as 
already shown in the other case. 

In ordinary enterprises the shipping department receives all 
its finished goods from its own factory. Some businesses are of 
such a nature that the product is shipped as soon as it is com- 
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pleted, but where stock is kept on hand the keeping of an inven- 
tory does not need to entail any great expense. The following 
formula suggests an efficient method of keeping such an 
inventory : 

[Receipts from factory (both quantity and value) + amount 
already on hand (quantity and value) + returns (quantity and 
value) ] — [Sales (quantity and value) + amounts given out not 
sales (quantity and value)] = balance on hand (quantity and 
value). 

To make any inventory thoroughly reliable an adequate sys- 
tem of original records should be provided in addition to a proper 
summary record in the ledger. A very good plan is to have the 
shipping department give a receipt for every consignment of 
goods received from the factory. The receipt should be made 
out in triplicate, one being retained by the foreman who turned 
the goods over, the other by the shipping department, and the 
third should be sent to the accounting department in order to be 
used as the basis for the ledger entries and filed away for refer- 
ence. A form of the receipt is shown below (Fig. 4). 
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SHIPPING DEPARTMENT RECEIPT 


Received of ___ Department 





Foreman 





the following described articles: 





Clerk in Charge. 
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When the shipping department receives returned goods from 
dissatisfied customers, or for any other reasons, another form of 
a receipt should be made out in triplicate, one to be sent to cus- 
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tiie. 
SHIPPING DEPARTMENT RECEIPT 


Received of 
the following described goods returned: 





Returned because 








Clerk in Charge. 
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tomer or source from which return comes, one to be retained by 
shipping department, and one to be sent to the accounting depart- 
ment. (See Fig. 5.) 

The shipping department should send goods out only on 
receipt of an order from the sales department. The sales orders 





No.__19 Feb. 19 190_8_ 








SALES ORDER 


To SHIPPING DEPARTMENT: 
P. & R. Freight 

















Please ship via to 
James Brown place 117 X St., Phila. 
the following: 
Two 10 H. P. Gasoline Motors. 
Terms_3° days 
J. A. FULLERTON A. L. MATTERSON 
Salesman. Bales Manager. 
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should be made out in triplicate, the original to be retained in 
sales department, duplicate and triplicate sent to the shipping 
clerk. The shipping clerk will fill out the order as far as pos- 
sible, checking off all the items he has been able to deliver, then 
send the triplicate to the accounting department where it will be 
used as an original record for the ledger credits while he will 
retain the duplicate for his own reference files, taking care to 
notify the sales department of any inability to fill out all the 
requirements of any order. 

The two figures 6 and 7 illustrate a form for the sales order 
and the ledger respectively. Once such a system is established it 
is no harder to carry out and adds very little relatively to the 
costs of manufacture and selling than the ordinary method which 
records all sales in the Sales Ledger only. When inventory time 
comes around it affords a very large saving and it always pos- 
sesses the great advantage of telling one at any time the exact 
condition of the stock on hand. 




















1o H. P. GASOLINE MOTORS. 
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Stock Value of a Bond. 


By CHartes E. Spracue, Pu. D. C. P. A. 


The longer time a bond has to run, the greater is its premium 
or discount, but the differences from year to year become gradu- 
ally less. Thus a 5 per cent. bond on a 4 per cent. basis is worth 
per dollar, if it has 


EN Oe Mo us 36a ceed ston womeus 1.044913 
WE I TO GI otic oo ateiaked bh 000s 1.081757 
UE URES BP Gs ois bs cihciewacosecan 1.111982 
SUG: DUNES. GO Dei aks Sib ccc eawkscases 1.136777 
twenty-five years to run................ 1.157118 
* Kk KK K K * 
ninety-five years to run.............00. 1.244194 
one hundred years to run............... 1.245237 
three hundred years to run.............. 1.249909 


The difference between a ninety-five and a one hundred year 
maturity is far less than between a five and a ten year maturity. 
There is > “--** beyond which the value cannot pass, no matter 
how long the time, and this limit is the value of a perpetual bond, 
which we call the stock value, being like the value of a share of 
preferred stock guaranteed to pay a fixed dividend but bought on 
a certain income basis. 

If we know the cash interest (c) and the income basis (i) it 
is easy to find the stock value. The stock value multiplied by i 
must give c;therefore c divided by i must give the stock value. 

In the example above, the stock value, obtained by dividing 
05 by .04, is 1.25, and this is the limit which the values given 
above constantly approach, yet never pass. .25 might be called 
the stock premium. 

If the income basis were less than the cash received the stock 
value would be less than 1. If c = .04 and i = .05, the stock 
value would be .80, and the stock discount would be .2o. 

In order to be able to embrace in one name both premiums 
and discounts, we will speak of the variance from par as variance; 
referring to the stock values, the stock variance. 
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Stock Value of a Bond. 

The stock variance is £ — 1, or in another form, aoe 

Example. Let c = .06 and i = .045; the stock value is 1.50 
and the stock premium is .50. 

Let ¢ = 5 andi = 6: the stock value .8333 and the stock 
discount is .1667. 

Mr. Arthur S. Little, of St. Louis, has devised an ingenious 
method of calculating the value of a terminant bond by first find- 
ing its stock value and then applying a difference derived there- 
from. 

A Stock value does not change; it is true for all future time. 
Thus the stock value of a 5 per cent. bond yielding 4 per cent. 
is 1.25 and will be the same at all future times, say twenty-five 
POD TOO Wenn ch takes sinner vidivabpeganes 1.25 
Let us suppose that the new condition is introduced, 
that the bond will be paid off in twenty-five years, 

Gomt in, tee WED We CE BR koe kbc ck vnc ccdésabvas 1.00 





et SE Piha Sd odie chiensc cc cscinsscntobds 25 
not at present but in twenty-five years. 

Reduced to the present time, the difference is the present 
worth of .25, due twenty-five years from now 


NBs és 6:0 PoE SROS CEA 60a os eh ot oS 095882 
ee chee: WERE QO o 65 ssid k osc otcnescs cam 1.25 

SE FRG: GE hc eka weed epodeccecnseeaden 092882 
the twenty-five year value is................ 1.157118 


The difference between the stock value and the term value 
is the present worth, for the unexpired time, of the stock variance, 
This is substantially the rule laid down by Mr. Little. Symboli- 
cally this difference may be represented thus— 


ct I 
4° (r+2)" 


But this same difference must exist between the stock-variance 
and the term-variance. The expression for the term-variance is 
therefore 

ct c-t I c-4 I 

Ga ata TGF? 
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which is the form given on page 54, Problems and Studies. It 
may be read: “ The term-variance is the compound discount of 
the stock-variance.” 

All the methods of computing bond values bring the same 
result and may be transformed algebraically each into the others. 
We may note the following, premising that + is used in the 
algebraic sense and may result in decrease thru the addition of 
negatives. 

1. Present worth of Par + present worth of annuity of all 
coupons. 

2. Par plus present worth of annuity of interest difference. 

3. Stock value minus present worth of stock-variance. 

4. Par plus compound discount of stock-variance. 

Besides these methods which give the isolated result required, 
are the following successiv methods which derive each result 
from that of the next lower number of periods. 

5. The present worth for one period, of the previous value 
and a coupon taken together. 

6. The previous value + the interest-difference discounted 
back one more period, that is, once for each period elapst. 

Or, instead of beginning at par, proceed in the opposit 
direction, after finding the value at the longest maturity by meth- 
ods I, 2, 3, or 4. 

7. The previous value + interest thereon at the income- 
basis minus the coupon. 

8. The previous variance + interest thereon at the income 
basis minus the interest-difference. 





The Law Governing Promoters. 


By H. Epcar Barnes. 


Instructor in Commercial Law in the University of Pennsylvania, 
and Member of the Pennsylvania Bar. 


The promoter has earned for himself a distinctive place in the 
industrial world of the present time. Fifty years ago he was 
little known, to-day he is recognized as indispensable. He acts as 
the intermediary between the man with money to invest and the 
man with undeveloped property to sell. The general investor 
will not search out for himself investment opportunities, hence 
the function of the promoter is to discover, formulate and 
assemble the business proposition, and then present it to the 
investor. Courts of law were early called upon to rule on ques- 
tions appertaining to the work of promoters and many important 
decisions in the English courts are to be found establishing pre- 
cedents for the later cases which have arisen in the Federal and 
State courts of this country with respect to the rights and lia- 
bilities of promoters to the company promoted, and of the 
company on contracts entered into by promoters before its 
organization. 

Mr. Justice Brown of the United States Supreme Court, in 
the case of Dickerman against the Trust Company, 176 U. S. 204, 
adopting the definition given by Cook in “Stock and Stock- 
holders,” says that the promoter is one who brings together the 
persons interested in an enterprise, aids in procuring subscrip- 
tions and sets in motion the machinery which leads to the 
formation of the corporation itself. In a well known case decided 
in the Supreme Court of Kansas, the St. Louis, Fort Scott and 
Wichita R. R. Co. against Tiernan,* speaking of promoters of 
railroads, Judge Simpson declares the word had its origin in the 
methods by which joint-stock companies were formed in England. 
“When the era of railroad building began in that country,” he 
says, “the business of promoting the organization of such com- 
panies assumed definite form and the promoters were the ones 
who introduced the enterprise to the notice of persons of wealth, 
solicited their influence and subscriptions, estimated the cost of 
the road, the amount of capital required, the number and price of 


* 37 Kan. 606. 
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shares, and, finally, applied to Parliament for a bill of incorpora- 
tion.” Although as stated in Printing Company against Green,t 
an English Queen’s Bench Case, the term “ promoters ” is one not 
of law, but of business, usefully summing up in a single word a 
number of operations familiar to the commercial world by which 
a company is brought into existence, yet the expression has ac- 
quired a fixed legal meaning and has reference to the persons 
who undertake to form and set going a company with reference 
to a given project. 

It is of some importance that we bear in mind the thought that 
the promoters’ work is preliminary to the organization of the cor- 
poration, for it is on this basis that the legal status of promoters 
has been worked out. For example, the attempt was made to 
hold the company when formed liable upon contracts of promoters 
on the theory of agency. It was said that promoters are the 
agents for the corporation to be formed and as such bind it by 
their contracts. The question was argued at length in the New 
York Court of Appeals in the case of Munson against the Syra- 
cuse, Geneva and Corning Railroad Company, reported in 103 
N Y., page 58. The appellants there claimed that contracts pre- 
liminary to the formation 6f a corporation by persons acting in 
its behalf, if legitimate, are binding on the corporation when 
formed, since such persons are the agents to bring the corporation 
into existence, the contracts are the means by which this is done, 
and the formation of the corporation is in itself a ratification of 
the contracts. But the court ruled that promoters are in no sense 
identical with the corporation, nor represent it in any relation of 
agency and their contracts are binding only to the extent to which 
they may be subsequently adopted the corporation being at liberty 
to sanction or to refuse to sanction them. The reason for the 
ruling is found in the principle of law that in order to constitute 
the relation of agency there must be a principal in existence at the 
time the services are performed whereas the corporation for which 
the promoters act does not come into existence until many if not 
all of such services have been rendered. The promoters are those 
who discover, formulate and assemble a proposition and set in 
motion the machinery which leads to the formation, not the 
operation and development of the corporate entity. 

Therefore, since a promoter has no existing principal, and 
since one who contracts for and in the name of a non-existing 

tL. P. D. roo. 
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principal renders himself liable upon the contract, it must follow, 
as a matter of law, that a promoter is personally liable upon con- 
tracts made by him in furtherance of the corporate enterprise. Of 
course, it is always competent for the promoter to stipulate that in 
no event shall he incur any personal liability, or that the con- 
tract shall not be binding unless the subsequently formed cor- 
poration expressly adopts it, in which case the promoter will 
not be personally liable. In the absence of such stipulations, the 
recent American doctrine holds the promoter personally liable, 
and this is the other party’s only remedy if the corporation, after 
its organization, does nothing to bind itself on the promoter’s 
contracts. In the case of Publishing Company against Richard- 
son, 13 New York Supplement, 665, the Supreme Court of New 
York said that persons who act as promoters of a company not 
yet formed are personally liable on contracts entered into at their 
instance and request, on the ground of the non-disclosure of an 
existing principal capable of being made liable on the contract. 
In the highest Courts of Colorado, Kansas and Massachusetts, in 
the English case of Melhado against the Railroad Company,* the 
same principle has been applied. Other cases on this point take 
the position that whether the promoter is to be personally bound 
on the contract is always a question of the intention and under- 
standing of the parties. Where the contract has been made in the 
name and behalf of an intended corporation, the liability of the 
promoter will depend upon the question of fact as to whether 
credit was given to him or to the inchoate corporation. This is 
particularly true where the contract is oral and parol, the ques- 
tion then being for the jury to pass upon. If, however, the con- 
tract is in writing, and is unambiguous in its terms, the question 
is one of interpretation for the court, and the promoters will stand 
bound or discharged according to the terms they have employed in 
the contract. No parol evidence can exclude personal liability in 
the promoters if the written document makes them liable. 
Although the promoters of a corporation are not its agents 
for the purpose of binding it by their acts and engagements, yet 
the law recognizes that some relation must exist between them. 
Lord Justice Lindley in Iron Ore Company against Bird + says: 
“The relation is difficult to define, it is in truth sui generis and 
the term by which accurately to describe it has not yet been dis- 


*L. R. 9 C. P. 503. 
+ 31 Ch. Div. 328. 
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covered.” But the idea repeated with emphasis in nearly all the 
cases is that the relation is one of trust and confidence. Pro- 
moters are the fiduciaries of the body which they are calling into 
existence and the familiar principles of the law of trusteeship 
have been extended to meet the case. The Supreme Court of 
Connecticut in an authoritative case,* quoting the words of Lord 
Jessel, said: “ Promoters stand in a fiduciary relation to that 
company which is their creation.” In the case of Brewster 
against Hatch ¢ in the New York Court of Appeals, the question 
arose as to whether the relation between the litigants therein 
was that of vendors and vendees of stock in a mining company, 
or whether the defendants were promoters. “If they were 
promoters,” the court said, “then they occupied a position 
of trust and confidence.” Judge Sharswood, one of the greatest 
of Pennsylvania jurists, in Densmore Oil Company against Dens- 
more, says that where persons project an association they stand 
in a confidential relation to it. The case of a promoter seems an 
exceptionally strong case of fiduciary relationship, inasmuch as 
the trustee, far from being selected by his cestui or principal, ab- 
solutely creates the principal in whose interests and affairs he 
acts. Having established that the relation is fiduciary, a question 
as to its legal consequence is suggested. Promoters are held to the 
duty of a full and fair disclosure of every transaction entered into 
by them on behalf of the body which they are calling into exist- 
ence, or more properly speaking, toward those whom they invite 
to join them in the intended enterprise. They are trustees in the 
sense which disablés them from taking a secret profit out 
of their trust, to the detriment of the future corporation or its 
members, and they will be required to account for such profits to 
the corporation, to its shareholders, to its receivers or other rep- 
resentative in insolvency proceedings. A promoter, for instance, 
cannot purchase property acting for the corporation and then 
sell it to the corporation when it is formed at an advanced price, 
nor can he negotiate a sale of property to the corporation and se- 
cretly receive from the vendor a commission or bonus. In addi- 
tion, it is immaterial that the company gets the property at a good 
bargain. Such a fact would not relieve the promoter from the lia- 
bility stated, for the company has a right to the best bargain which 


* 64 Conn. 102 
tr2aN. Y. 36:. 
$64 Penna. St. 43 
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those acting in its interest as fiduciaries can give it. It has been 
held that where an accounting to ascertain the exact amount of 
the profits taken by the promoter is unnecessary, the corporation 
is not restricted to a remedy in equity only, but may sue at law 
in an action of assumpsit for so much money had and received by 
the promoters to the use of the intended corporation. But the 
action taken must be brought within a reasonable time, and where 
in a particular case an action for secret profits was not brought 
until four and a half years after knowledge of the facts, the court 
refused relief upon the ground of laches and unreasonable delay.* 
It must be remembered that this restriction as to secret profits 
holds only while the promoters are acting for the corporation. 
There is no rule of law which prevents a person from selling to 
the corporation, after it is formed, either his own property, pre- 
viously owned or purchased by him for that purpose, at any pro- 
fit which he may be able to obtain, or the property of another at 
any commission the vendor is willing to allow him, provided all 
facts and figures be communicated to those interested and 
acquiesced in by them. All that is demanded is a full disclosure 
of interest and open dealing so that the parties may be advised of 
the relation the promoter bears to the property which he proposes 
to sell. 

In the New York Court of Appeals a case is reported where 
four persons owning certain oil lands which had cost them about 
$30,000 agreed to combine their interests to organize a company 
and transfer such interests to the company at a figure far above 
the cost and divide the profits. To carry out this purpose they 
drew up a subscription paper by which the subscriber agreed to 
pay the sums subscribed for the purchase of the property, specify- 
ing the oil lands at a price of $125,000. This was represented by 
the promoters as the original cost of the land. The court held 
that such a profit was illegal. Where persons are engaged in 
a joint enterprise for mutual benefit each has a right to the utmost 
good faith on the part of the others and secret profits cannot be 
made by any one not disclosing the same to the others. 

A case, almost identical in its facts, was decided in the 
Supreme Court of Pennsylvania in 1869. An action was brought 
by a corporation to recover the difference between the price paid 
for certain property by promoters and the figure at which it was 


*8, Pa. 278 
t 26 Misc. N. Y. 26. 
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sold by them to the corporation. Justice Thompson, after ruling 
that the profit was illegal, said: “ Let it be shown that a promoter 
obtained property when it was his duty to obtain it for the com- 
pany, and it immediately follows that he cannot, without the 
fullest disclosure on his part, charge the company more than he 
actually gave for it.”* Later in a case in the same court where B 
contracted to sell land to the promoters of a corporation for 
$12,000, and afterwards associated himself with them so that the 
company when formed should buy the land for $40,000, out of 
which B should receive the original contract price and an aliquot 
portion of promoter’s profits, it was held that since B’s position 
with relation to the company was one of trust and confidence, any 
money in the nature of secret profits received to his own use was 
therefore money of the company.+ In Heckman’s Estate, 15 
Pennsylvania County Court Reports, Judge Penrose held that a 
secret agreement between a promoter and the owner of property 
leased to the corporation by which the promoter received a per- 
centage of the rental constituted such fraud as to invalidate the 
lease. 

As a part of the doctrine that a promoter could not bind a 
non-existing principal, it has been argued that it was legally im- 
possible for the subsequently formed company to transfer to itself 
by adoption, or, as the cases say, “ by ratification,” any rights or to 
assume any liabilities on the contracts made by promoters. 
Massachusetts by its highest court in Abbott against Hapgood, 
150 Mass., 252, has said if a contract is made in the name and for 
the benefit of a projected corporation, the corporation after its 
organization cannot become a party to the contract, even by adop- 
tion of it, and in support of this rule of law refers specifically to 
the previously mentioned English case of Melhado against the 
Railroad Company. In that case the articles of association of a 
company provided that all accounts, charges and expenses incurred 
in the establishment of the company not exceeding in the whole 
the sum of £2,000 might be deemed as preliminary expenses and 
defrayed by the company. In an action to charge the company 
on promoters’ contracts in accordance with this provision, Lord 
Coleridge held that the company could not ratify and adopt such 
contracts since it was not in existence at the time the contracts 
were made. Lord Cotton ruled similarly in Northumberland 


* 57 Pa. 32. 
+ 6: Pa. 188. 
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Avenue Hotel Company,* where a company was incorporated on 
July 25, 1882, and the day before a contract in writing was 
entered into between one Wallis and a person acting for the 
company. The court said that the contract was in no way bind- 
ing on the company nor could the company after it was formed 
ratify it. But the courts generally have refused to follow these 
decisions, and by far the great weight of authority on this point 
has taken the opposite view and recognized the power and the 
right of the corporation when formed to adopt or ratify the pre- 
corporate contracts of its promoters. Some cases employ the 
word “ ratify,” yet this term is inaccurate and ill chosen, for 
ratification presupposes a principal existing at the time the acts 
ratified were done, and we have seen that generally the corpora- 
tion does not come into existence until after such time. What the 
corporation really does is to take over the contract and its liability, 
etc. Liability rests upon its immediate and voluntary act and 
not upon the idea of ratifying any supposed agency or authority. 
There is no difference between the making of an entirely new 
contract by a corporation and the adopting of one made by pro- 
moters. The contract itself is to be regarded as having been 
made by the corporation as of the date of its adoption and not as 
of the date of the agreement by the promoter. And it follows 
that since a contract is not binding on the corporation until 
adopted, it may resist an action brought against it for specific 
performance of its provisions, since adoption is purely optional. 
In the Supreme Court of Arkansas a case is reported where 
suit was instituted to recover a large sum of money for services 
rendered, materials furnished and money expended in and about 
the building and construction of the Little Rock and Fort Smith 
Railroad. The contract was originally made with the promoters 
of the corporation, but it was subsequently adopted and its bene- 
fits enjoyed by the corporation. The Court, in stating the prin- 
ciple, says, “ that in order for a plaintiff to recover in such case 
he must show an express promise of the new company to per- 
form, or, where an express promise cannot be shown, it must 
appear that the contract was made with persons then engaged in 
its formation, and on behalf of the new company, in the expecta- 
tion on the part of the plaintiff, and with the assurance on the 
part of the promoters, that it would become a corporate debt, and 


furthermore that the company afterwards entered upon and en- 
* 33 Ca. Div. 16. 
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joyed the benefit of the contract. From these circumstances an 
affirmative of the contract would be implied.* In the United 
States Court, in the case of Whitney against Wymen, ror. U. S., 
392, where promoters purchased machinery which was afterwards 
used by the corporation, the corporation was held liable for its 
price on the ground that such action showed an intention to adopt 
the contract. Also where a proposition was made on behalf of a 
railroad company by its promoters that if a bonus should be sub- 
scribed and paid to it, it would build a road between certain points 
and would carry coal at a stipulated rate, it was held that the 
corporation by accepting the bonus after its organization thereby 
adopted the contract and was bound to fulfill its stipulations. 
Railroad Company against Granger, 86 Texas, 350. The Mary- 
land Court of Appeals in Manufacturing Company against Small, 
40 Md., 395, says: ‘“ Where under a contract with the acting 
president of a manufacturing company, made after the certificate 
of incorporation was signed by the members of the proposed 
corporation, but before it was recorded as required by law, work 
is done for the company and accepted after its incorporation is 
complete, the corporation will be estopped both at law and in 
equity from denying its liability on account of the same.” 

In one of the latest decisions on the subject of promoters in 
Pennsylvania, the Supreme Court in Trust Company vs. Lappe,7 
decided January 7, 1907, that where one was actively engaged 
with others in promoting a company and for the purposes of the 
company took a lease of certain property in his own name and the 
company when formed ratified the same, and lease thereupon 
became the property of the company and it was liable for the rent, 
whether the ownership of such lease was advantageous or other- 
wise. The promoter lessee was decreed trustee of the lease for the 
company and was enjoined from transacting it to any other 
person. From these last mentioned cases it may be seen that the 
corporation makes itself liable upon promoters’ contracts by ex- 
pressly adopting them, or adoption may be implied from the acts 
and general conduct of the corporation in relation to them. The 
question must be submitted to the jury to determine whether the 
acts of the corporation show an intention to adopt the contracts. 
And furthermore, where the corporation after its organization, 
and with knowledge of the facts, accepts the benefits of promoters’ 


*37 Ark. 164 
t 2:6 Pa. s4go 
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contracts, it must also assume their burdens, or, as the cases 
say, “it must take them cum onere.”’ The rule in Illinois * 
and Connecticut + require an express promise on the part of the 
corporation to carry out the terms of the contract before there 
can be an adoption. 

But there is a limitation to this right that may be exercised by 
the corporation. It goes to the nature and subject matter of the 
contract in question. The rule as stated is that a corporation may 
adopt only such contracts as it has express or implied authority 
to make. They must be within the purposes for which the cor- 
poration was organized. Hence an ultra vires contract could no 
more be adopted than it could have been made by the corporation 
in the first instance. In Stanton against the Railroad Company,t 
A and B, the promoters of a corporation, previous to its organiza- 
tion, made a contract with C for the purchase by him of a right of 
way for a railroad and after organization the corporation adopted 
the contract. Subsequently, after C had secured the right of way, 
the directors abandoned the enterprise and allowed the corporate 
powers to expire. In a suit by C to recover for his services the 
court said that since the contract made by the promoters was 
within its powers and was a reasonable means for carrying out 
its authorized purposes, the corporation was bound by it and 
liable to C for the services rendered. Conversely, in Shrewsbury 
against the Railroad Company,§ a leading English case, the pro- 
moters of a railroad company contracted with a land owner, a 
Peer of Parliament, to pay him £20,000 for his support in obtain- 
ing its act. After Parliament passed the act the directors of the 
company when formed adopted the contract. Lord Kindersley 
said that the original contract was not such as the company had 
power to make and consequently there could be no adoption of it 
by the directors of the company when formed. This rule governs 
the cases in our country. In Tit vs. Bank,|| a Pennsylvania case, 
the late Judge Arnold said: ‘“ The contract which is to be adopted 
by the corporation must be one within the scope of the business of 
the corporation, for it can no more adopt an illegal act than it 
can do such an act.” 

In Pennsylvania and Connecticut a further limitation is placed 
on the power of adoption. It is held that the contract which the 


corporation seeks to adopt must have been made by a majority 


* 65 Ill. 332. 

t 27 Conn. 170. 

~ 50 Conn. 272. 
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in number of the promoters, and in Railroad Company against 
Christy, 79 Penn., 59, and Tift against the Bank, 141 Pa., 550, a 
recovery was refused because the contract was made with less 
than a majority of the promoters. 

In conclusion the cases referred to show clearly that pro- 
moters are not agents of the corporation to be formed because 
they have no existing principal, consequently they are personally 
liable unless they have stipulated to the contrary or unless the 
statute under which the corporation was chartered provides that 
the corporation shall be liable for the expenses of promoting the 
scheme. They are the fiduciaries of the intended corporation and 
it is illegal for them to profit secretly out of any transaction made 
in its interests. The corporation when formed may adopt the 
pre-corporate contracts of its promoters either expressly or by 
implication. In the latter case the general conduct of the cor- 
poration in relation to such contracts determines the question of 
adoption. Having adopted a contract and accepted its benefits, a 
corporation is estopped from denying its liability thereon. But a 
contract beyond its express or implied powers, or in Pennsylvania 
one made by a minority of promoters, cannot be adopted by a 
corporation. 
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Wanted—One Thousand Efficient Accountants for 
Municipal Research. 


By Wittram H. ALten, 
Secretary, Bureau of Municipal Research. 


Only a pessimist will believe that the day is past for the 
pioneer. It is true that America has been discovered and that 
the law of diminishing returns long since began to operate in 
the gold fields of California, the wheat fields of the Northwest and 
the oil wells of Pennsylvania. It is also true that there is less 
opportunity to-day than ever before for adventure of the story 
book type. But to young men capable of thrilling with excitement 
when confronted with new problems to solve and new ideas to 
work out, I wish seriously to recommend a substitute for the 
North Pole—the unexploited field of municipal accounting and 
municipal business. 

Present accounting methods in American municipalities can- 
not be called exactly thrilling. In fact, inefficiency and “ honest 
graft ” are so easy that they have ceased to be interesting. Muni- 
cipal bookkeepers, inspectors, accountants, auditors and depart- 
ment heads may not entirely have lost interest in life, but, gene- 
rally speaking, they have a bored, world-weary expression that 
raises doubt as to the worthwhileness of their official existence. 
Some of the lethargy, inertia, and ennui can, it is true, be attributed 
to civil service protection. But the greater part of the distaste 
for activity and of the cynicism found in public offices is due to 
failure of those who keep accounts to comprehend their possibil- 
ities. 

Specific opportunities are suggested by several cities at the 
present time. Boston has for months been undergoing a special 
investigation by a Finance Commission which has shown that 
Boston’s culture has not prevented inefficiency and dishonesty 
in city government. Less than a year ago, I heard two statisti- 
cians of national reputation congratulating Boston that it had been 
well administered for over fifty years and had never had a scan- 
dal. While the Finance Commission has as yet sent no one to jail, 
it has discovered favored contractors, padded payrolls and per- 
verted funds that indicate wrong greater, because more persisting, 
than is generally associated with scandals. The mayor of Louis- 
ville and the chief of police of Newark have recently blown out 
their brains because the public was informed of facts that muni- 
cipal research might have made matter of universal knowledge 
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long before, or better still, might have made impossible. San 
Francisco’s mayor has been in jail for causes that proper account- 
ing should have removed. New Rochelle, a town of 30,000, adver- 
tises a deficit of $305,000 and “$92,000 illegally diverted.” 
Holyoke, a town of 46,000, (unable to vote money enough for 
schools and for health) has been paying $3.50 for monkey- 
wrenches, $15 for 45¢ countersinks, and $12.50 for 88c oil stoves. 

The city of New York is spending annually from three to four 
hundred million dollars in routine administration and in construc- 
tion. It has several departments, the transactions of which exceed 
in accounting interest and complexity those of almost any large 
business enterprise not yet adequately organized. In addition to 
its accounting problems, the business of municipalities deals with 
political problems, social questions, education and constructive 
statesmanship. 

It is safe to say that over half the cities in the United States 
to-day are either ready now for expert leadership in business 
methods, or could with little effort be interested in the need for 
reorganization along business lines. Everywhere, cities, large 
and small, are discovering the need for charters better suited to 
work that communities want to do for themselves. Everywhere, 
charters have been misfits because they are made out of other 
charters or theories of government instead of being fitted to the 
individual community’s particular work and particular needs. 
Charter making, like budget making, has been unbusinesslike, 
simply because the men with a social point of view have lacked 
the accountant’s point of view, and because accountants have 
failed to apply to cities principles they have successfully worked 
out in business enterprises. 

As for reformers, they have been interested in the personali- 
ties of government rather than in its acts or in definite community 
needs. 

To divert attention from men to methods, the Bureau of 
Municipal Research was organized in 1907 with a program which 
was defined in its charter of 1907 as follows: (1) To promote 
efficient and economical government; (2) to promote the adop- 
tion of scientific methods of accounting and of reporting the 
details of municipal business, with a view to facilitating the work 
of public officials; (3) to secure constructive publicity in matters 
pertaining to municipal problems; (4) to collect; (5) to classify; 
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(6) to analyze; (7) to correlate; (8) to interpret; (9) to pub- 
lish facts as to the administration of municipal government.* 
How different its method from the volcanic eruptions of 
enthusiasm or scandal, and how serviceable the accountant’s 
training, can be seen from the various steps in the Bureau’s 
method of investigation: Confer with the official responsible for 
the municipal department or social conditions to be studied; 
secure promise of codperation, and instructions that direct sub- 
ordinates to coOperate with the Bureau’s representatives; exam- 
ine original records of work done and of conditions described ; 
compare function with accomplishment and expenditure as to 
each responsible officer, each class of employee, each bureau or 
division; verify reports by usual accounting and research meth- 
ods and by conferences with department and bureau heads; 
ascertain how the powers and duties (and other materials of 
research) are distributed’; supervise work in progress; hold fre- 
quent conferences with supervisors and directors as to method 
of investigation and as to significance of facts disclosed; co- 
operate with municipal officials in devising remedies so far as 
these can be effected through change of system; make no recom- 
mendations as to personnel further than to present facts throwing 
light on the efficiency or inefficiency of employee or officer; 
submit in printed form suggestions not easily understood when 
orally given and not readily conveyed by typewritten statements ; 
prepare formal report (after conference among trustees and after 
editing by committee on reports) to department heads, city execu- 
tive officers and general public; support press publicity by illus- 
trations, materials for special articles, suggestions to editors, to 
city officials, and to reporters; follow up educational work until 
something definite is done to improve methods and to correct 
evils disclosed; supply freely verifiable data to agencies organ- 
ized for propaganda and for legislative, agitative or “ punitive ” 
work; try to secure from other departments of the same muni- 
cipality and from other municipalities the recognition and adop- 
tion of principles and methods proved by experience to promote 
efficiency. 
Every one of these steps requires elements that schools of 
accounting are also seeking to develop in their students. The 
* Trustees: Prof. E. R. A. Seligman, Chairman; Frank Tucker, Vice-Chairman; R. Fulton 
Cutting, Treasurer; Richard Watson Gilder, George McAneny, Albert Shaw, Carroll D. 


Wright. Administrative Council: Henry Bruere, Director; F. A. Cleveland, Technical 
Director, W. R. Patterson, R. E. Miles, P. C. Wilson, and the Secretary. 
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foremost accounting houses put at the head of their large engage- 
ments men who must assume toward their clients the attitude as- 
sumed by the Bureau’s experts in dealing with both city officials 
and the public. The difference in the two fields is rather one of 
the social, larger purposes of municipal research whose client is 
not an individual, a class or an industry, but a community of indi- 
viduals, industries and classes seeking to work out a form of 
self-government in the interest of all the governed. The account- 
ing in private business undertakes to organize records and ac- 
counts that will tell business heads where the machinery of busi- 
ness breaks down, where it needs strengthening or replacement. 
The municipal accountant should try to work out, devise and 
install records that will tell just where the community treatment 
of cummunity needs, common acts and common properties is not 
such as to give equal benefits for those who constitute the 
community. 

The accountant is tempted to overestimate the importance of 
accounts and to underestimate the importance of service records. 
An accounting system may be perfect, but unless those who read 
its story know what the money bought, both graft and incompe- 
tence may thrive. This fact suggests another temptation of the 
accountant, to underestimate the value of periodical reports to the 
public set up in such a way as to emphasize discrepancies and 
needs. For example, one of the Bureau’s studies was “ How 
Manhattan is Governed.” The borough office was disorganized, 
unequipped with any modern business methods. Unnecessary men 
were carried on the payrolls; it was not even known whether men 
were on duty; trust funds were diverted ; the law was evaded that 
restricts open market contracts to sums of less than $1,000. So 
much an accountant could have discovered; but the city could 
not have been protected against any of these evils by the mere 
introduction of a perfect system of accounts unaccompanied by 
a system of records of goods bought and of days spent at work. 
For example, it was not enough to charge in a proper way $900 for 
an invoice of hose; it was necessary to know that only $160 worth 
of hose was purchased. When the result side of expenditure was 
checked up, it was found that the Borough President had 
been authorizing open market purchases from a dummy supply 
company, that made profits from thirty to one thousand per cent. 
Itself without a business, its only capital a favorable acquaintance 
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with the borough president’s office, this particular supply 
company could make $80 on a $60 rug, by merely transferring 
to its own bill head an invoice from a department store. Account- 
ing, alone, could never have learned that Manhattan was paying 
$3.85 for each coat-hook hung in its comfort stations. The com- 
bination of accounting records and service records, which is known 
in the accounting world as cost accounting, led to the removal 
of the Borough President by Governor Hughes for gross 
incompetency. 

Never before had a high official used his power to enforce a 
proposition which, universally applied, would open a ready market 
for the 1,000 efficient accountants called for in my title: While 
the majority may elect an officer, they are not entitled to insist, 
nor can it be assumed that they desire to insist, upon improper 
administration, or upon the retention in office of one who fails 
to do his duty. . . . In other words, a premium has been 
placed upon official conduct that when recorded and openly pub- 
lished will bear testimony to efficient as well as to honest adminis- 
tration. 

Within a short time, the methods of the Bureau of Municipal 
Research, prosecuted constantly and on a large enough scale 
to carry conviction, have led to fundamental changes in New 
York City: 

1. The city is committed to a classified functional budget, 
showing clearly for what purposes each department is seeking 
funds and restricting to the purposes advertised in advance of 
appropriation, the use of funds after appropriation. There is 
to be no more robbing of Peter to pay Paul; no more watering 
of estimates for popular purposes and shrinking of estimates 
for unpopular purposes before the budget is voted, and the trans- 
ferring from popular to unpopular after public attention is di- 
verted. 

2. Comptroller Metz has adopted a system of uniform ac- 
counting for all municipal departments. This system has been 
formally and critically studied by three accounting firms after 
submission by a conference committee of representatives of the 
Bureau and of the department of finance. 

3. Reorganization from top to bottom of the business meth- 
ods of the comptroller’s office is under way. After the segregated 
budget and uniform functional accounting system were adopted, 
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it became clear that the department of finance had neither men 
nor methods of installing and controlling departmental accounts. 
Therefore the Bureau submitted a report of some 250 pages 
describing clearly the present organization, books and methods, 
showing present defects and suggesting remedies that have proved 
successful in the accounting world. This report was published 
by the department of finance in March, 1908. It will undoubtedly 
take an important place in the permanent literature of account- 
ancy, together with the Bureau’s reports on “ Making a Muni- 
cipal Budget”? and “A Department of Municipal Audit and 
Examination” (suggested reorganization of the commissioners 
of account’s office). At the same time, these reports will quite 
as certainly find place on the reference shelves of universities 
and civic organizations that are teaching the elements of efficient 
citizenship. 

4. Special studies have been made of the departments of 
water supply, gas and electricity, parks, street cleaning, health, 
tenement house. For the Charter Revision Commission report 
to Governor Hughes (pp. 131-464) the Bureau “charted the 
functions of the city government,” showing the present organ- 
ization, the powers and duties of each bureau, division and post. 
There are diagrams showing for some twenty departments the 
distribution of authority and responsibility. 

5. Reorganization of the Commissioner of Accounts office 
under the efficient leadership of John Purroy Mitchell and E. G. 
Gallaher, it is equipped for educational and corrective work of 
great magnitude. 

Constructive codperation by informed private citizens meets 
with little opposition from city officials, first because most city 
officials really want to make a record that will gain the respect of 
their fellow-men, and second because few city officials are willing 
to advertise that they put a premium on efficiency or dishonesty. 
Not only have heads of departments granted the Bureau per- 
mission to obtain facts, but many of them, including the mayor, 
comptroller, commissioner of street cleaning, president of Bellevue 
and allied hospitals, commissioner of parks and the commissioners 
of accounts have requested co6peration, and used departmental 
facilities and men for research and reorganization. We believe 
that similar co6peration will be obtained wherever private bodies 
or especially trained accountants approach the problem of muni- 
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cipal business with the sole motive of advancing the interests of 
the general public, and not with a desire to do sharpshooting, to 
turn up a scandal or to turn out the rascals. 

As the director of the Bureau said when questioned by a 
Boston audience regarding men shown by records to be dishonest, 
“ Given light, capable of but one interpretation, the demise of the 
guiity official is practically automatic.’”’ In proof may be cited 
from the Bureau’s experiences: the removal of the borough 
president of Manhattan for gross inefficiency; the removal of 
the superintendent of combustibles; the resignation of the com- 
missioner of accounts, in anticipation of dismissal for using city 
employees on private accounting business; the resignation of 
his successor to give way to an efficient, aggressive accountant, 
able to reorganize that important auditing department along lines 
of efficiency laid down by the Bureau in August, 1907. 

Whether in New York or elsewhere, the Bureau firmly believes 
that inefficient and even dishonest officials and employees have 
hitherto been the victims as well as the exploiters of a vicious 
system. No hero has ever possessed virtues so compelling as to 
be able, with the business mechanism now used in New York 
City’s central and departmental offices, to prevent either incompe- 
tence or dishonesty. The reorganization once completed, on which 
the Bureau is now working with Comptroller Metz, Mayor Mc- 
Clellan and their subordinates, it will not only be possible to be 
efficient and honest, but vastly easier than to be inefficient and 
dishonest. Given such a system, we know from experience that 
the inertia of mechanisms and habits that tell the truth clearly 
is quite as great as the inertia of mechanisms and habits that 
fail to tell the truth. Just as medicine makes its profits from 
patients intelligent enough to know the value of health, so the 
accounting profession will benefit largely when American cities 
come to realize the benefits of businesslike methods. 

To give New York City an efficient working machine will 
mean a benefaction greater than any that has yet been made by 
a private philanthropist. Mr. Rockefeller has given to the general 
education board a fund that yields about two millions annually. 
If Comptroller Metz during his term gives to his city business 
methods that tell the truth clearly about costs and results, he 
will have effected an annual saving almost as great as the princi- 
pal of America’s greatest educational endowment; in addition, 
he will have made self-government a possibility. 
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By CHarctes W. MIXxtTER, 
Professor of Political Economy in the University of Vermont. 


PART III. 


DIGRESSION ON BRANCH BANKING. 


It is necessary to emphasize in taking any full survey of our 
subject that without a properly organized system of large banks 
with branches, the financial needs of this country can never be 
well served. This matter of the introduction of branch banking 
is not a second or third step, but a first step in the progress of 
reform. 

When this paper was first begun it seemed as if branch bank- 
ing was a convenience rather than a necessity; that it was some- 
thing for the attainment of which we might well wait until the 
opinion of the country gradually grew up to it. But it is not so; 
the country must be educated up to it now. There cannot be an 
adequate provision for reserve under our present system of many 
independent banks ; and adequate reserve is the essential of essen- 
tials. Some businesses, notably insurance in all its branches, can- 
not be carried on safely upon a small scale. The risks—the neces- 
sary inevitable risks—must be spread over a broad basis. More- 
over, in any business, anything operating in a manner at all 
similar to a bank reserve produces an effect increasing in an 
accelerated ratio with its size. Our many, independent country 
banks cannot, I repeat, maintain each in severalty a sufficient real 
reserve ; it would be far and away too expensive. And this means 
that they cannot exist at all, many of them, unless the present 
practice of pyramiding reserves is suffered to continue. This 
practice enables the small independent country banks to live and 
to be safe enough in ordinary times. But we now see that what 
is needed is to make our banking system as a whole absolutely 
safe at all times, and to enable the general business of the country 
to live and to be carried on in reasonable security even in times 
of crisis. 

Our present so-called system of national banks is in effect a 
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patched-up survival of the system of state banks which came in 
after the Jacksonian overthrow of our original centralized system. 
Just as we need to get rid of bond-secured notes ; just as we need 
to throw over the remainder of the independent treasury system ; 
so also we need to rid ourselves absolutely of this last survival of 
the “cornfield” economics of frontier days. The existing con- 
glomeration of many independent banks cannot be further vamped 
up to any useful purpose whatever.* There should be established 
at once, not a new central United States bank, as is suggested by 
many, but a system embodying the principle of that suggestion. 
A new United States bank, to amount to anything, would have to 
be a very large and powerful institution ; and, in the present state 
of public opinion, the people would be very jealous of its power. 
They would insist on a considerable degree of governmental con- 
trol, and our Government is not fitted to exercise such control. 
All advocacy of a central bank is, therefore, a confusing and 
diverting side issue. By reason of the present temper of the 
people, the overwhelming force of tradition, and the genius of 
our political institutions, its establishment is quite out of the ques- 
tion. Reserve, adequate reserve, is the one thing needful, and 
that we can secure through a system of large banks with branches. 
Our existing 6 per cent. real cash reserve country banks are in 
effect (in a way they should not be) branches of their “ approved 
reserve agent” banks already. The only way for our banks to 
become so strong and well managed that they will deserve the 
freedom they ought to have; the only way for them to regain the 
confidence of the people so that the dangerous movement for Gov- 
ernment guaranteeing will be headed off, is to have fewer of them. 

To disarm in advance some of the inevitable hostility to branch 
banking, it is suggested that the law enabling its introduction 
require any bank wishing to establish a branch in a place where 
there are already one or more banks of the existing “ country " 
class, to buy out one (but only one) of these existing local banking 
interests. Other banks in establishing branches shall do the same, 
and thus in the end competition will be preserved (and increased) 


*Attempts to adjust leading features of reform (looking toward really scientific bank 
ing) to our system of many independent banks, always result in some vitiating inclusion 
or omission. For example, the Fowler bill of the present congress (H. R. 12677) does 
not contain the necessary rule for elastic currency, that none of it shall be paid out by 
any bank except the issuing bank. The reason for this omission is obvious; it is 
designed that New York banks shall convert the deposits of interior banks into notes at 
crop-moving time, these notes (‘‘interchangable”’ with deposits, as it is called) to be paid 
out to the public and put in circulation by the interior banks. 
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and the personal and financial disturbance in passing from one 
system to the other be minimized. It is to be further observed 
that the new scheme is not at all a proposal for the substitution 
for the present system of “chains of banks.” The law should 
provide that no bank may own stock in any other bank, or its 
officers be connected with any other bank; and this provision 
ought to be enforced rigorously. Finally, to further forestall 
opposition, it ought to be provided that the branches of a bank 
(at least at first in the experimental stage) should be confined to 
a certain designated section or district in which the bank 
itself is situated. In the end we might adopt the Canadian 
system outright; and in Canada the branches may be established 
anywhere within the Dominion, The Canadian system just as it 
is serves well both as medicine and as daily food ; but we shall have 
to take it up with some caution and adapt it to our conditions, 
part of which are political. 


Fase Hopes RESPECTING THE BENEFITS OF A FLEXIBLE CREDIT 
CURRENCY. 

Among the alleged advantages which will not be realized from 
any plan of elastic currency is the following: “ It will lower and 
equalize the rates of interest throughout the United States.” 
(No. 1 of the advantages enumerated in the Fowler report.) 
Apparently the experience of Canada is here drawn upon. But in 
Canada it is not their credit bank note currency which equalizes 
the rate of interest throughout the Dominion, but the system of 
branch banking. In point of time, not space, seasonally, not 
geographically—Canadian credit currency does steady and equal- 
ize the rate of interest or bank discount. (See Fowler report 
enumerated advantage, No. 2.) Springs on a cart being good 
for a certain purpose, our financial wagon builders think that 
spoke and felly wheels (albeit, made without tires) will serve that 
same purpose. Wheels properly made, springs, draw-bars, axles, 
side-boards, tail-boards, dash-boards, thills, whiffletree, whip- 
socket—all, all are useful parts of a vehicle; but they are not in 
the least interchangeable. 

Again, credit currency will not have the effect enumerated as 
advantage No. 6 in the Fowler report. There one reads: “ It will 
almost invariably prevent any panic whatever, and will always 
avert serious crises." Apparently the popularization of the theory 
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of crises or “ credit cycles” is not making a rapid advance. The 
statement just cited, so full of cheery optimism, carries one back 
to Peel’s Bank Charter Act of 1844. When that act was passed, 
making among other things the notes of the Issue Department of 
the Bank of England to all intents and purposes gold certificates, 
it was confidently predicted that in England panics and crises 
were thereby rendered impossible for all time to come. They have 
recurred, nevertheless, and have sometimes been serious ones, too. 
This is largely because in England the joint stock banks are a set 
of financial parasites, like our trust companies, carrying practically 
no reserve and every once in a while throwing the whole burden 
of meeting a money market squeeze upon the broad shoulders of 
the Bank of England. By no means whatsoever short of a law 
that banks may not have demand liabilities, and that the genera! 
public may not carry on business by making use of credit—can 
financial crisis be prevented occasionally from arising. They 
must happen (aside from greater causes of disturbance, such as 
wars and the like) whenever banks get “ loaned up,” or whenever 
a foreign drain of gold unexpectedly sets in, and so, notwithstand- 
ing due care, the reserves get reduced. And nothing can prevent 
these little crisis from growing into serious ones, except the 
carrying either voluntarily or by compulsion of an adequate real 
cash reserve in ordinary times—such a reserve as the Banking 
Department of the Bank of England and the Bank of France 
habitually carry. The Bank of England was slow in learning its 
lesson, as Bagehot shows in Lombard Street, but it has learned it. 
Our bankers have not learned their lesson (or had not a little while 
ago), as is shown by the omission of any recommendation for 
sufficient reserve and adequate means for maintaining reserve, in 
either the Hepburn or the Fowler reports. In demonstration of 
the paramount importance of this last feature of sound banking, 
recent events have made what Bagehot used to call a “ loud argu- 
ment ’’—an argument clear, penetrating, not to be misunderstood. 

Still again an elastic bank note issue will not be of any benefit 
as a guarantee, or a substitute for a guarantee, for the payment 
by a bank of its deposits. In the annual report of the Comptroller 
of Currency just issued one reads: “The only way in which 
bank deposit credits can be properly protected from sudden and 
unexpected calls, when all may be involved at the same time, 
is by a system of note credits which can be at any time immedi- 


107 











The Journal of Accountancy. 


ately exchanged for the deposit credits.” (The italics are the 
present writer’s.) We read further, “Our bond-secured bank 
notes offer no help to a bank in any sudden call for deposits.” 
Why indeed should they? A call for deposits is a call for pay- 
ment, and how can a bank pay part of its debts by means of more 
debts? Reserve and reserve only is the means by which a bank’s 
deposits may be “ protected” in the day of sudden and unex- 
pected “ calls,” when all are “ involved at the same time.” Under 
an established credit note system all the bank’s currently redeemed 
credit which its customers need in circulating form will be out 
all the time. It cannot force out more. But it will not be forced 
into an excessive, unhealthy development of deposit banking, as 
at present: that is the whole element of truth in the view here 
criticized. 

The Comptroller of the Currency goes on to remark that, 
“ The issue of the so-called emergency credit notes would be some- 
what better than more bond-secured notes. But their issue would 
at once be a confession of weakness and a danger signal that no 
bank would dare to make until in desperate condition.” This last 
is a point very well taken. Ex-Secretary of the Treasury Shaw 
also sees this objection to “emergency currency.” His char- 
acteristic contribution to the solution of the problem is the sug- 
gestion, repeatedly urged, that the emergency currency be given 
the same physical appearance as the other bank currency. 
Still further in the report of the Comptrolled of Cur- 
rency it is stated, “ They (the credit bank notes) undoubtedly 
would be useful in emergencies, and would be a great aid in 
restoring confidence and quieting a panic after it might be well 
under way; but they would not be an efficient means of prevent- 
ing panics.” This is a vast improvement on the Fowler report. 
There, beside the panic preventing benefit already cited, there is a 
further benefit of the same tenor set forth as enumerated advan- 
tage Number 7, to wit: “If at any time contraction of credits 
becomes necessary because too much of the commercial fund has 
been diverted and transformed into the investment fund, a credit 
currency will facilitate liquidation without that destruction of 
values incident to a fixed quantity of currency such as we now 
have.” What on earth that means, exactly, I venture to 
say nobody knows. When “credits” are to be contracted 
how can that be accomplished by substituting bank credits 
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in another form? If “ liquidation” is necessary, how can that 
take place without precisely a “destruction” of so-called 
“values” ? The general purport of this remarkable utterance is 
clear; it is that when banks are “ loaned up,” because they have 
been aiding stock market plungers overmuch, and the necessity of 
putting on the brakes is thrust upon them, then they and their 
associates may avoid paying the price—they may make use of a 
new-fangled device whereby there will be no real liquidation—a 
device by means of which they may “ eat their cake and keep it 
too.” The real evil of a fixed quantity of currency in times of 
liquidation, by the way, consists in that it retards the scaling-down 
process that must then take place; it prevents the sharp and suffi- 
cient fall of prices both in stocks and commodities (and with this 
last a lessening of the cost of living) which the nature of the 
disease calls for. 

This present day hobby of the bankers and certain public men, 
whether taking the form of advocacy of a general elastic currency 
or of a special “ emergency ” currency, had its beginning under 
auspices which do not augur well, namely, the very high “ call 
money ” rates in New York about a year ago. The trail of the 
serpent of market speculation is over it all. Unless Congress 
modifies the project and adds to it in several important particu- 
lars, it had certainly better not be enacted into law at all. As 
a panacea or nostrum for all banking and currency ills, flexible 
credit bank note circulation, standing alone, would be useless and 
worse than useless. 

CoNCLUSION. 


In the original draft of this paper there came at this point a 
section entitled “Obstacles in the Way of Banking Reform.” 
These make indeed a discouraging catalogue. One may enumer- 
ate: sheer inertia with respect to our present bond-secured 
bank currency ; the force of use and want; mistaken notions with 
respect to what constitutes a safe currency supported by apocry- 
phal monetary history; lack of technical skill (owing to lack of 
experience) in planning the details of a new system, even if all 
were convinced of its utility; the apparently, at present, insuper- 
able obstacle of the interest of the United States Government in 
maintaining artificially the price of its bonds—its practice of using 
its powers as a regulator of the currency to levy what amounts 
to blackmail upon the banks, and through them upon the 
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business of the country;* the lack of consensus of opinion 
among the bankers together with their opposition (that of 
many of them) on grounds of interest to the vital point of reform, 
thus making their advice of the sort which darkens counsel ; and 
finally, the external (constitutional) and internal (left to the 
imagination ) trammels under which Congress proceeds to its task. 
To go into these matters with any further detail would truly be 
discouraging and would serve no useful purpose. 

We need just now a constructive criticism and an aggressive 
optimism. There is a good old saying that “ where there’s a will 
there’s a way”; and surely at this present hour the will should 
not be lacking. There should be a grim determination to so 
amend matters that we may never go through recent experiences 
again. Those experiences were a disgrace; a positive shame. We 
should literally hang our heads in shame that we live in such a 
country. Nowhere outside of Bedlam should there appear in the 
newspapers a notice to the effect that industries are shutting down 
because they cannot get currency. Also in Bedlam only should 
we hear that trade in whole sections is at a standstill, partly 
by reason of lack of retail currency, and partly because drafts can- 
not be obtained upon leading financial centers at any price.f A 
pressure for loans will occasionally arise even under the best regu- 
lated banking systems; and such times mean necessarily “tight 
money ” and accompanying business discomfiture. At such times 
the banks have to shorten sail, and with this end in view the rate 
of discount is raised and collateral is scrutinized with extra care. 
The higher rate of discount repels the least necessitous bor- 
rowers, the volume of fresh loans is contracted, old loans fall in, 
and presently the proper ratio of reserve to liabilities is restored.t 
Then “money” is “easy” once more. But throughout such 
shipshape handling of a crisis, the stream of. banking accom- 
modation at no time wholly ceases to flow—to speak nothing of 
suspension of payments of loans already made and standing as 
deposits (demand liabilities) on the books of the banks. In Eng- 


* The situation is the same as if, in Mexico, the Government had a monopoly of all the 
materials for making solid wheels, and gave it out (cf. our President’s Message) to all in- 
ventors and wagon builders that nothing must be done to impair the value of that monop- 
oly. 

t See the London Economist, issue of November 30th, the editorial entitled ‘‘ The Su/- 
ferings of the American Traders.” 

t ln order to manage things in this way it is necessary that the “ loans” be in a liquid, 
regularly maturing form. This last is almost as important as adequate reserves for sound 
banking. 
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land and France and Germany they have civilized crisis. We 
have barbaric crisis; positively, without exaggeration, barbaric. 
They have a ship provided with collision bulkheads. Our greedy 
and ignorant ship-owners have taken their bulkheads out to in- 
crease cargo carrying capacity, and an unwise grandmotherly 
Government has connived in the operation. The result is, when 
our financial ship strikes a rock it goes down, and all on board 
take to rafts. Not only is the stream of banking accommoda- 
tion with us suddenly cut off, but, in consequence of suspension 
of payments, ordinary money is hoarded and all forms of lawful 
currency in large part disappear. The whole financial system 
suffers an utter collapse. It is almost a euphemism, therefore, 
to say that we take to rafts. We take to mere floating 
planks and debris of the ship; we cling to wretched improvised 
straws of Clearing House circulating shinplaster certificates, and 
manufacturers’ “scrip.” We have had recently not merely a 
débacle in the realm of banking proper, but a total break-down 
of the economic system of things.; and that without war or 
rumors of war. 

A most unflattering sidelight on what really happened just 
recently, and the needlessness of it, is afforded by comparing our 
desperate plight with conditions just across the Canadian border 
since the crisis came—by observing post-panic conditions in a 
country which is economically, in many ways, only an extension of 
the industrial and commercial community of the United States, and 
therefore fully subject to the shock of our catastrophe. Says the 
Montreal letter in The Evening Post of New York for December 
7th, “ All over the Dominion the banks have been performing 
their regular functions without a break—discounting paper, carry- 
ing their customers, receiving deposits, and paying them on de- 
mand.’ (The italics are mine.) This has gone on notwithstand- 
ing “ forced liquidation,” especially in the stock markets, “ almost 
without let-up since the the Knickerbocker Trust Company 
closed.” Also in Mr. Vanderlip’s Columbia University address, 
as reported, we read, “ There has been hardly a ripple on the sur- 
face of Canada’s financial affairs, and to our shame we have seen 
her banks perform a great service in moving the crops of our own 
Northwest while we stood financially paralyzed. 1 

~The analogy used above of a ship and bulkheads and striking 
a rock does not run on all-fours with the real situation. All banks 
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are, from the nature of their business, all the time in imminent 
danger of sinking if they do strike a rock—if an universal, hyster- 
ical “run” does occur. Sound statesmanship in devising the 
laws and sound management in conducting the banks consists 
mainly in the habitual maintenance of a sufficient reserve: then 
under such seamanship no rock is ever struck. If the week before 
our typhoon broke the Bank of England had not had 49% per 
cent. real reserve, and if the Bank of France had not had its huge 
mass of treasure—if it had not been for those two mighty bul- 
warks of defence—we should to-day be standing (or rather 
swimming) amid the wreckage of a world. 

Congress should be bold, should take responsibility, should 
become a high-toned leader of the people and not fail those who 
look to it for help. Whatever it may do or leave undone, let 
Congress go straight to the main point and straighten out the 
matter of bank reserve and its proper maintenance, once for all. 
Everything else is a side issue in comparison, including that hobby 
of the banks just now—a flexible credit bank circulation. The 
absence of an elastic currency is every autumn a great incon- 
venience, and occasionally in certain years it is a source of consid- 
erable weakness; but an apparent, unsubstantial reserve is at all 
times a great fraud. If that is not remedied, nothing is remedied. 
If that alone is remedied, many serious defects may still remain 
and yet be comparatively innocuous. To illustrate by experience 
in a collateral branch of financial affairs. Not long ago, when the 
apalling exposures of mismanagement and dishonesty in the life 
insurance business shocked the whole country, even then all 
sensible people had no fear but that all the policies carried on 
insured lives were safe and would be paid. The promised “ divi- 
dends” had been stolen or wasted in extravagances; but the 
policies were safe. That was because of Elizur Wright’s life 
insurance reserve law, first enacted into law in Massachusetts, and 
afterwards copied in other states. Cash on hand only to count as 
reserve, and the rule as to the amount of reserve to be properly 
enforced—that is the sine qua non of banking regeneration. 

And everything else hinges upon this matter of reserve. Just 
as there is a common bond between all the arts, so the leading 
features of banking reform hold together in a concatenation. 
To get an adequate reserve we must have large banks with 
branches ; to get branch banking we must have free issue of credit 
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bank notes; and finally.to make a credit bank currency safe (in 
ulterior as well as direct ways), we must have additional “ general 
safeguards.” After all, half-measures will not answer ; the watch- 
word of reform that will amount to anything must be “ thorough.” 





Interstate Commerce Commission. 


The fund of $350,000 appropriated a year ago for the investigation of 
the methods of bookkeeping and accounts of the railroads by the Interstate 
Commerce Commission is now available. 

The question now under consideration by the Commission is whether 
the appropriation is to be expended for a large number of special agents 
and accountants to examine the books of the railroads or for the employ- 
ment of a limited number of experts, or whether offices will be opened 
in different sections of the country in charge of experts with a staff of 
accountants. 

The Commission has announced that Charles A. Lutz, who for sixteen 
years has been in the service of the Accounting Department of the Louis- 
ville & Nashville Railroad, and since 1901 held the office of Assistant 
Comptroller of that road, has been appointed Chief Examiner of Accounts, 
and will have direction of the examination of the accounts of the railroads. 
It is understood that Mr. Lutz will appoint several expert railroad 
accountants as his Chief Assistants. 

Mr. Henry C. Adams, who has had charge of this work since 1887, 
will continue his general supervision over the entire Division of Statistics 
and Accounts. 
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EDITORIAL. 


The New “Association of Accountants.” 


In its May issue, THE JoURNAL OF ACCOUNTANCY published, 
as news and without comment, portions of the prospectus of a new 
British association calling itself “ The Central Association of Ac- 
countants,” claiming to have branches in various countries and to 
offer to its members all the legal privileges and recognition 
enjoyed by members of the two older and well known British 
societies, the Institution of Chartered Accountants and the Society 
of Accountants and Auditors. The prospectus did not inspire 
confidence. We felt at the time like expressing the opinion, with 
regret, that the British Parliament seemed not only to have let 
down the bars, but to have thrown them away, so that hereafter 
all kinds of cattle might stray into the fields of accountancy, pro- 
vided they pay a toll of $25. per head. Not knowing anything, 
however, about the new organization—beyond what the prospectus 
told—we decided to let the prospectus speak for itself, and to 
await results. 
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We dislike rivalry in organizations of professional men, and 
we also dislike to criticise a new association with which good 
men are connected, who believe they are doing genuine and needed 
service for their profession. It is with great reluctance, therefore, 
that we warn American accountants against expecting to derive 
much benefit, in Great Britain or elsewhere, from membership in 
the Central Association of Accountants. We have learned from 
reliable sources that membership in this association does not, as 
claimed, give a “ guaranteed, recognized status in the profession ”’ 
in Great Britain, and that the great majority of the members now 
enrolled are not public accountants in the sense in which that 
designation is employed in the United States. Many of the mem- 
bers, indeed, are said to be individuals who were unable to obtain 
membership in either of the two older bodies of British account- 
ants. 

The fact, as disclosed in the prospectus itself, that practically 
all the requirements for membership, except the fee of $25. may 
be waived, arouses the suspicion that this new association, formed 
in 1905, is more concerned about its budget than about the quality 
of its membership. 

It is difficult to conceive of any good reason for the existence 
of another body of accountants. Practicing accountants in 
England have their interests looked after by two strong societies, 
and, from this distance, it seems a pity that those two cannot be 
consolidated. In the United States the state societies guard the 
local interests of accountants, and the American Association 
their common, national interests. What now is needed is not 
more organizations, but the establishment of closer and more help- 
ful relationships between those already in existence. It is to be 
hoped that the time is near when the standards of admission and 
the ethical standards maintained in the profession will be gen- 
erally recognized as on the same high plane both in America and 
in Great Britain. If such a happy internationalization of the pro- 
fession is to be brought about, it must be through the work of the 
American Association on this side and of the two recognized 
bodies of accountants on the other. 
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The Louisiana C. P. A. Law. 


The State of Louisiana has just been added to the slowly 
increasing family of C. P. A. States. Senate Bill No. 36, intro- 
duced by Senator Peterman, passed the Senate early in June and 
passed the House of Representatives before the end of that month. 
The bill was approved by the Governor of the State on Tuesday, 
July 2d, and is now a law. 

The act provides for the establishment of the Louisiana State 
Board of Accountants, and for the issuance by it of certificates to 
those who pass an examination on “ Theory of Accounts,” “Prac- 
tical Accounting,” “ Auditing ” and “ Commercial Law as Affect- 
ing Accountancy.” The Board is authorized to adopt and 
enforce its own rules and regulations. 

Section No. 5 of the law provides for reciprocity with other 
states through the process of registering, the fee for such regis- 
tration “ not to exceed Twenty-five ($25.) Dollars.” 

The Waiver Clause (Section 6) differs somewhat from the 
like sections in other laws. In most laws the Waiver Clause pro- 
vides that the Board “ may in its discretion waive ” the technical 
examination, but the Louisiana law, just passed, reads, “ shall 
waive the examination of any person . . . ” who “ for not 
less than five years has been actively employed as an accountant 
or bookkeeper . . . .” As the Waiver door is to be closed 
after 90 days, it is to be hoped that but a few bookkeepers will 
avail themselves. In other respects, the newly enacted legislation 
is practically the same as that in force in other states. 

The weakness of the Waiver Clause means that a C. P. A. 
certificate in the State of Louisiana may be practically of little 
value for a number of years and until examinations to be held 
under the law can gradually earn for the designation the high 
respect with which it is held in other states. This will be a slow 
building up process. 

It will, therefore, be seen that the three members of the 
Board, who shall be appointed by the Governor of Louisiana 
to carry out the provisions of this law, ought to provide and main- 
tain a high standard. If the right men are appointed, and if they 
work earnestly for the maintenance of a high standard, Louisiana 
can soon earn its place among other C. P. A. states, but, if the 
three examiners soon to be appointed by the Governor, have not. 
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this important feature in mind, and if they are not very careful 
how they tread, the standard of efficiency will be materially 
lowered; in which event, it will be years before a Louisiana 
certificate can be accepted on a par with those issued by other 
states. 





A railroad official has written to the editors of THe Journat taking 
exception to that portion of an editorial in the June issue with regard to 
the rulings of the Interstate Commerce Commission which reads as 
follows: 


The first question of railroad accounting officers was, Shall we fight 
or submit? It was urged in favor of fighting that the Commissioners and 
their representatives were impractical and arbitrary and that uniform 
accounts at the best would impair the efficiency of each company’s own 
system. 

Our correspondent states that, on the contrary, accounting officers 
desired to codperate with the Commissioners to the end that practical 
accounting methods might be introduced and that this spirit was manifest 
especially in the meetings of the “Committee of Twenty-five” of the 
Association of American Railway Accounting Officers. The editorial was 
perhaps somewhat too sweeping in its statements. The editor had in 
mind not so much the attitude of railroad accountants as the unfriendly 


feeling on the part of railroad officials in general as expressed in private 
conversation and public interviews. The main point of the editorial was 
that whatever active opposition to the Interstate Commerce Commission 
existed in the past has gradually disappeared, and we note with pleasure 
that this opinion is shared by those who are best acquainted with the facts. 


We have before us the twenty-third report of the Association of 
American Railway Accounting Officers covering the annual meeting at 
Washington, D. C., April 29th to May 2d. There is much in the report 
that will interest and, perhaps, prove instructive to public accountants. 
The volume is made up in large part of detailed reports by various 
standing and special committees. Each report gives in detail all the 
questions and criticisms which have been brought before the committee, 
together with the committees’ rulings, by means of which uniformity of 
railroad accounts, even in matters apparently of small importance, is 
secured. We think there is a suggestion here for the American Associa- 
tion of Public Accountants. If committees on important special forms 
of accounts should be appointed and if such committees would publish 
each year their rulings on the questions brought before them, we should 
approach more rapidly a desirable uniformity in many features of ac- 
counting practice. 











The Twenty-first Annual Meeting. 
PRELIMINARY PROGRAMME. 


Twesday, October 20. 
9.00 A. M.: 
First business session: Presentation of credentials: Introduction of 
guests to members: President's address: Presentation of Report of Board 
of Trustees and written reports of Officers, Committees and State Societies. 


IP M.: 

Complimentary Luncheon to be tendered to the delegates, members, 
friends and guests by the Pennsylvania Institute of Certified Public 
Accountants at the Marlborough-Blenheim Hotel. All the ladies are 
invited, 


2.30 P. M.: 

Greetings from representatives of other Societies. Presentation of 
papers entitled, “ Railroad Accounting in Relation to the Twentieth Sec- 
tion of the Act to Regulate Commerce,” by Professor Henry C. Adams, 
in charge of Statistics and Accounts, Interstate Commerce Commission, 
and by Mr. Arthur W. Teele, C. P. A. followed by discussion on the 
subject of the papers. 


8 Pp M.: 

Reception to be tendered to the delegates, members, friends and guests 
by the New York State Society of Certified Public Accountants at the 
Marlborough-Blenheim Hotel. All the ladies invited. 


Wednesday, October 21. 
9 A. M.: 
Business Session; Regular order of business, including election of 
Officers and Trustees. 


2 P. M.: 

Presentation of paper dealing with Questions in Accounting Practice 
and Procedure, by Mr. A. Lowes Dickinson, C. P. A., followed by dis- 
cussion on the subject of the paper. 


4PM: 
Reception to be given by The Society of Certified Public Accountants of 
the State of New Jersey. Ladies invited. 


EVENING : 
By request, this evening has been left open for private entertainments— 
dinner parties, theatre parties, boardwalk, etc. 
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Thursday, October 22. 
QA. M.: 

Closing business session, including the induction of newly elected 
officers. Presentation of a paper entitled “The Accounting of Industrial 
Enterprises,” by Mr. William M. Lybrand, C. P. A., followed by a dis- 
cussion on the subject of the paper. 


12.30 P. M.: 
Clam Bake on the beach at the Inlet Pavilion, to be given by the 
Pennsylvania Institute of Certified Public Accountants. Ladies invited. 


AFTERNOON : 

Commencement of Annual Golf Tournament of The American Asso- 
ciation Golf Club at the Atlantic City Country Club; Baseball Game, 
New York vs. Pennsylvania—grounds immediately adjoining the Inlet 
Pavilion; Sailing; Boardwalk and Trolley Parties. 


7 P. M.: 
Annual Banquet of The American Association of Public Accountants 


at the Marlborough-Blenheim Hotel. 


General Information : 


Preliminary Meeting of Trustees: The Committee is advised that a 
meeting of the Board of Trustees will be held on Monday morning, 
October 20, at the Marlborough-Blenheim Hotel, for the purpose of con- 
sidering reports of Committees and other details preliminary to the Annual 
Meeting of the Association. 

Conference of State Boards of Examiners: The Committee is re- 
quested to announce that a conference of the various State Boards of 
Examiners of Public Accountants will be held at the Marlborough- 
Blenheim Hotel upon the invitation of the New Jersey State Board of 
Public Accountants, to discuss matters of mutual interest, at 2 P. M., 
Monday, October 19. 

Annual Banquet: As heretofore, the price of tickets to this banquet will 
be Five Dollars. Tickets may be obtained from the Chairman of the 
Annual Meeting Committee, No. 1831 Land Title Building, Philadelphia, 
or at the Hotel during the Annual Meeting. Early subscriptions are 
invited in order that appropriate arrangements may be made. 

The Annual Meeting Committee and the Committee of the Pennsylvania 
Institute of Certified Public Accountants are making special efforts to 
render this, the closing feature of the Convention, a most attractive and 
enjoyable affair. 

Hotel Accommodations: The Hotel Committee of the Pennsylvania 
Institute of Certified Public Accountants, Mr. Joseph M. Pugh, Chairman, 
No. 1831 Land Title Building, Philadelphia, is prepared to handle 
promptly all inquiries and requests regarding hotel accommodations. A 
large number of reservations have already been made. 
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Foreign Accountants Accept Invitation. 


At the last meeting of the General Committee on Arrangements for 
the Annual Convention at Atlantic City, a report was made by the Com- 
mittee on Invitation and Attendance, substantially as follows: 

Invitations have been sent in the names of the President and Board 
of Trustees of The American Association of Public Accountants to forty 
foreign societies. These invitations have been addressed to the Presidents 
and Members of the Councils or governing bodies of all the societies 
known to the committee in English-speaking countries other than the 
United States of America. 

Replies have been received from twenty-seven societies, all of them 
most cordial. Definite acceptances have been received from the most 
important societies as follows: 

The Institute of Chartered Accountants in England and Wales.—At a 
meeting of the Council, held on 6th May, the invitation was accepted, 
and Mr. William Plender, F. C. A., of the firm of Messrs. Deloitte, Plender 
Griffiths and Co. was chosen. Mr. Plender has accepted the invitation. 

The Society of Accountants and Auditors (Incorporated).—At a meet- 
ing of the Council of the Society, on 21st May, the invitation was accepted, 
and Mr. Harry Lloyd Price, F. S. A. A., President of the Society, was 
chosen. Mr. Pierce writes accepting the invitation personally and intima- 
ting that Mrs. Price and their daughter will accompany him. 

The Society of Accountants in Edinburgh—At a meeting of the 
Council, on 10th April, the invitation was considered and accepted and 
the hope expressed that at least one representative would be able to attend, 
most likely Mr. Richard Brown, the Secretary of the Society. 

The Institute of Accountants and Actuaries in Glasgow and The 
Society of Accountants in Aberdeen have also accepted the invitation. 

Substantially all of the Canadian Societies have been favorably heard 
from; these are: 

Dominion Association of Chartered Accountants. 

Society of Accountants and Auditors (Montreal). 

Association of Accountants in Montreal. 

Institute of Chartered Accountants of Nova Scotia. 

Institute of Chartered Accountants of Ontario. 

Chartered Accountants Association of Manitoba. 

Seven societies of accountants in other British Colonies have replied 
expressing their regrets. 
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News and Notes. 





Ohio Society. 


At the fifth annual meeting of the Ohio Society of Public Accountants 
held June 13, 1908, at the headquarters in the New Hayden Building, 
Columbus, O., Carl H. Nau, of Cleveland, was elected president; Chas. 
H. Covert, Columbus, vice-president; J. H. Kauffman, Canton, secretary- 
treasurer, the officers; and J. S. M. Goodloe, of Columbus, and Guy H. 
Kennedy, of Cincinnati, directors. The delegates selected to attend the 
annual meeting of the American Association of Accountants to be held 
in Atlantic City in October were J. S. M. Goodloe, J. H. Kauffman and 
Guy H. Kennedy; alternates, Carl H. Nau, C. A. Covert and R. C. Mc- 
Conaughy. 

The meeting was devoted to a discussion of the new certified public 
accountants’ law, under which fourteen public accountants have already 
qualified and for which an examination will be held in Columbus in 
September. The association has a membership of fifty-eight, and is 
growing. 

An evening dinner was given at the Columbus Club in honor of the 
fifth anniversary of the organization of the society. Fifty covers were 
laid. Carl H. Nau, the new president, was toastmaster, and addresses were 
made by Smith W. Bennett, Judge John A. Shauck, Pierce D. Metzger, of 
Cleveland, Dr. William Oxley Thompson, of Ohio State University, Judge 
John E. Sater, Charles H. Lewis, George W. Leahy, and J. S. M. Goodloe. 

Those present were: Charles Covert, T. F. Goodbody, J. S. M. Goodloe, 
H. A. Keller, J. H. Kauffman, R. J. McIntosh, John J. McKnight, William 
J. Mead, James Albert Miller, D. C. Morris, Carl H. Nau, E. S. Thomas, 
Francis F, White. 





Maryland. 


At a regular meeting of the Maryland Association of Certified Public 
Accountants, held on June goth, the following officers were elected for the 
ensuing year: 

President, Charles O. Hall; Vice-President, Fred L. Brauns; Secre- 
tary, Wilmer Black; Treasurer, Alexander Dodd; Auditor, Eugene 
Greenway; Trustees, Charles O. Hall, Fred L. Brauns, Wilmer Black, 
Alexander Dodd, Charles L. Hehl, Thomas L. Berry, Frank Blacklock, 
Charles R. Evans; Membership Committee, Wm. F. Rogers, Alfred 
Atkinson, Karl L. Lee; Delegates to the Convention of the American 
Association of Public Accountants, to be held at Atlantic City in October, 
Thomas L. Berry and Eugene Greenway; Alternates, Charles L. Hehl and 
Frank Blacklock. 
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Correspondence. 
The Central Association of Accountants. 


To Tue JouRNAL oF ACCOUNTANCY: 


An article contained in your May issue regarding the Central Associ- 
ation of Accountants has come to my notice, and I desire to express my 
surprise and regret that you have allowed your magazine, which occupies 
a unique position in relation to the accounting profession of this country, 
to be used to promote what I believe to be an unworthy enterprise. 

From entirely trustworthy sources in England I learn that this Associ- 
ation has no standing there whatever, being composed of individuals of 
various occupations of whom a large number are not, and have never been, 
practicing public accountants, and most of those who are such have never 
been able to obtain a membership in either of the two recognized bodies of 
accountants mentioned in this article. As a matter of fact this Associa- 
tion is not regarded seriously abroad, and would not merit any particular 
attention here except for the fact that it has entered upon a campaign of 
promotion designed to secure a large membership in the United States 
by what appears to me to be gross and willful misrepresentation. 

Some of the misrepresentations in this article may be briefly referred 
to: 

First, “The importance, reputation, and efficiency of membership of 
the Association are of a high order, there being only two other English 
Societies which can claim any precedence and that only on the ground of 
age.” This statement requires a good deal of demonstration in view of 
the fact that, in the circular referred to, it is set forth that members for 
the present will be admitted without examination, whereas it is generally 
known, as appears in another article in the same issue of your magazine, 
by Mr. Wilkinson, that the requirements of both of the other English 
Societies, as to examinations and actual experience, are very severe. 

Second, “The character and advantages of these Associations are 
identical.” “There are no special privileges, either in respect of powers 
possessed or the extent of legal recognition afforded, enjoyed by the 
Institute of Chartered Accountants which are not equally enjoyed by the 
Society of Accountants and Auditors and the Central Association of 
Accountants.” These two statements are wholly untrue according to reli- 
able information in my possession. 

Third, From the prospectus sent out by the American Secretary, we 
learn that the advantages offered to prospective members are: 

“A guaranteed, recognized status in the profession as fully qualified 
accountants by reason of the strict scrutiny exercised by the Examination 
and Membership Committee ” ; also, further on, that “ for a limited period 
applications for admission to membership will be considered without 
examination.” 
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A careful reading of the prospectus and application blanks furnished 
fails to disclose any actual and definite conditions or requirements for 
membership which may not be waived by the committee and which are 
not practically understood to be waived, except the important matter of 
the fee. 

I believe that your attention being called to this matter, you will agree 
that it is due the reputable accountants of America that you, as their 
organ, should cause a most careful investigation to be made of the claims 
and purposes of this Association, particularly in view of its attempt to 
sell an alleged English certificate for $25.00 to practically any one who 
may apply, and that a full and fair statement of all the facts should be 
published in Tae Journat at the earliest practicable date. 

Very truly yours, 
W. G. McCracken. 

Chicago, June 27, 1908. 





Educate the Business Public. 


To THe JouRNAL OF ACCOUNTANCY: 

I wish to congratulate you on the many good things in THe JourNAL 
or ACCOUNTANCY. 

Your editorial, “ Concerning Codes of Ethics” in the April issue is 
the best statement of the truth of the matter that I have seen. 

In a period of over seven years in the consulting service of my Com- 
pany, I have traveled in several States, including your own New York. 
I have consulted with many business men—some at the head of the largest 
institutions; and my experience leads me to believe that the incompetency 
and jealousy existing among many accountants has been detrimental to 
the advancement of accountancy in many ways. We can better spend our 
time in educating the business public in the value of a competent account- 
ant’s services, in broadening our own knowledge and extending a helping 
hand to others who wish to become well qualified to take up this great 
work. When this is done accountancy will be accorded the dignity, as a 
profession, which it deserves. 

Yours very truly, 
Ws. A. ULLRICH. 
Dayton, Ohio, June 13, 1908. 
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Book Department. 


THE WORKING OF THE RAILROADS. By Logan G. McPherson, New 
York, Henry Holt and Co., 1907. 12mo., 273 pages. Price $1.50; 
postpaid, 1.63. 


Mr. McPherson has written a serviceable and interesting volume. He 
describes, not exhaustively, but accurately, the organization of a railroad, 
the functions and methods of each of the principal departments, and the 
correlation of these various duties under a central management. Account- 
ants will note with pleasure the author’s recognition of the great im- 
portance of the accounting departments in bringing American railroads to 
their present high level of efficiency. “This department,” he concludes, 
“jis the storehouse of that information upon which must be predicated 
every modification of the road, its equipment and conduct, every variation 
in procedure, every change in policy.” 

Mr. McPherson modestly calls his book a primer. It is a primer in its 
clearness and simplicity of expression. But its breadth of view and well- 
balanced judgment entitle it to rank also as a valuable scientific exposition 
of basic principles. 


RAILROAD REORGANIZATION. By Stuart Daggett, Ph. D., Instructor 
in Economics in Harvard University. Boston and New York, Hough- 
ton, Mifflin & Co., 1908. 8vo., 482 pages. Price $2.00; postpaid, $2.19. 


This volume describes clearly and in detail the important reorganiza- 
tions of the Baltimore and Ohio, the Erie, the Philadelphia and Reading, 
the Southern, the Atchison, Topeka and Santa Fe, the Union Pacific, the 
Northern Pacific and the Rock Island railroad companies, and, in a con- 
cluding chapter, treats the underlying causes of bankruptcy and the prin- 
ciples which, judging from experience, should apply in reorganization. 

In the cases of some of the railroads named an account of their various 
receiverships and reorganizations is in effect a complete history of the 
roads. In other cases the reorganizations described are well remembered 
events of the last few years. In every instance Dr. Daggett has taken 
pains to trace the effects of whatever method of reorganization was adopted 
on the financial standing of the road and on the value of its securities. In 
so doing he has made his book far more than a dry, academic treatise. It 
is an illuminating discussion of the true character and value of some of 
the most important securities on the New York Stock Exchange. 

Accountants will be interested particularly in the Baltimore and Ohio 
and the Santa Fe receiverships, in both of which the searching and fear- 
less reports of a well known public accountant played an important part. 
Seldom has the advisability of frequent independent examinations by com- 
petent experts been better illustrated. Dr. Daggett refers briefly to the 
criticisms of the original adverse report on the condition of the Baltimore 
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and Ohio in 1893, and concludes, “ . . . the more damaging of the 
, accusations seem to have been accepted, and the Baltimore and 
Ohio took its place with other American corporations, the managements of 
which have indulged in secret ;}nggling with the books.” 
Dr. Daggett’s work is an encouraging example of what scholarly re- 
search, applied to the live problems of business, may be expected to 
accomplish. 


MOORE'S NEW COMMERCIAL ARITHMETIC. By J. H. Moore, Com- 
— Department, Boston High School. American Book Co., 1907. 
Price $1.00, 


This book, which had already proved itself very satisfactory to the 
teaching profession throughout the country, is now further improved by 
the addition of a chapter on Building and Loan Associations. Several 
chapters have also been rewritten in order to bring the book into har- 
mony with the most modern business practice. Professor C. D. Clarkson, 
of the Department of Commerce in D-exel Institute, of Philadelphia, has 
given valuable assistance in these respects. 

The point of view of the author in the latter part of the book is 
significant. All of the problems in the oral and written exercises, drill 
exercises and written reviews are treated from the accountant’s standpoint. 
Although the subject matter is treated in a manner suited chiefly for high 
school students, yet its development is so natural and the illustrative 
matter is so complete that it is well suited to help those men who are 
preparing themselves to take the Regents’ examinations. 

The author has succeeded admirably in producing an arithmetic which 
furnishes an opportunity for the cultivation of rapidity and accuracy, and 
at the same time gives in a concise form much valuable information. 


THE COTTON MILLS3OF SOUTH CAROLINA, by August Kohn, 
Columbia, S. C. eo: from The News and Courier, Charles- 
ton S. C. Issued, by South Carolina Department of Agriculture, 
Commerce and Immigration, 1907, 228p. 


The attention of the world has been called in recent years to the 
growing importance of the cotton mills of the South. Both the great 
manufacturing centers of England and New England have felt the new 
competition, and each has attempted to protect its interest by establishing 
closer relations with the source of the raw material. English Commissions 
from the Lancastershire districts have reported upon the advisability of 
English factories establishing closer business and financial connections with 
the Southern cotton plantation; and the New England capitalist continu- 
ally weighs the possibility of taking the mill to the cotton field. Mr. Kohn 
has shown in “ The Cotton Mills of South Carolina” what a prominent part 
his State is taking in this new line of development of the South. To-day 
it leads in the number of spindles at work among the Southern States, and 
is surpassed in this respect by Massachusetts alone of all the remaining 
states. This increase of cloth producing capacity means not only increased 
competition in the markets for cotton goods, but more competition for the 
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raw cotton. If natural advantages and close proximity to the cotton fields 
count for anything in the cost of cotton cloth, then surely the cotton fac- 
tories of South Carolina are in a position to ever control an adequate 
supply of raw material. How vital this is in the case of cotton, where 
the United States has a virtual monopoly of the supply, is not always 
realized in a great country with boundless resources in many directions, 
but in England, where the closing of the cotton mills would be a serious 
blow to her industrial supremacy, the question of the cotton supply is an 
ever present one. What a live question this is in England was vividly 
displayed to the writer of this review when, in the course of an animated 
discussion with a company of English gentlemen, a dead silence fell upon 
all at the mention of the great development of the Southern cotton mills 
and the near possibility of their being able to consume the local supply 
of raw cotton. What the effect would have been could this statement 
have been supported by Mr. Kohn’s statistics, which show that last year 
South Carolina consumed 700,000 bales out of a total local production of 
900,000 bales, can only be conjectured. 

Besides much statistical information dealing with the cotton industry, 
Mr. Kohn gives a careful and sane description of life and labor of the 
mill employees. He attacks the “sentimental method” of investigating 
the conditions of child labor and claims that there are not more than 
1,500 children under the age of 12, out of 54,877 persons employed in the 
cotton mills of South Carolina. 

A few suggestive titles of chapters will indicate the scope of the 
author’s investigation. “ Historical,” “Where the Help Comes From,” 
“ Average Pay of the Operatives,” “The Shortage of Labor,” “ Children 
in the Mills,” “ Welfare Work,” “The Mills as Town Builders,” “ Immi- 
gration or Emigration,” “ Capitalization of the Mills.” The book impresses 
the reader with the saneness of its conclusions and one feels confidence 
in the material used by the writer. 





Over 200 accountants and bookkeepers gathered in the Plankinton 
House, May 21, 1908, for the eighth annual banquet of the Milwaukee 
Association of Accountants and Bookkeepers. After the banquet these 
officers were elected: President, F. J. Grundman; vice-president, Fred 
Ruenzel; secretary, E. J. Martel; Treasurer, William F. Schoell; director, 
A. J. Zimmerman. 
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Current Magazine Articles. 


The periodical] literature of business is enormous in volume, but not impressive in 
quality. Too much of it is mere gossip or disguised advertising or superficial rehash 
of what sensible business men already know. But among the chaff there are always 
a few grains of wheat which ought not to be allowed to go to waste. It is the pur- 
pose of this department to pick out and summarize some of the articles that are worth 
attention. As no one man could possibly cover the whole field, the editor will be 
grateful to any one who will take the trouble to call his attention to articles that 
have been found useful. 


Foundry Costs. 


At the Toronto Meeting of the American Foundrymen’s Association, 
June 8-12, a report was submitted by the Association’s Committee on 
Costs, Kenneth Falconer, Chairman, which will interest accountants. The 
summary given below is extracted from the Jron Age for June 25, 1908: 


“Your Committee recognizes that it is impossible to lay down hard 
and fast rules regarding details of figuring costs, making estimates and 
basing bids, but at the same time it feels that the best interest of the 
foundry business demands some degree of uniformity in the basic prin- 
ciples on which costs are figured. The actual cost of the foundry output 
has been divided into the following: 1, metal; 2, direct labor; 3, in- 
direct expenses chargeable on basis of weight of output; 4, indirect 
expenses chargeable as a percentage of direct labor. If those competing 
in the foundry industry for orders would base their figures on some such 
classification, the result would be of benefit to the entire trade and would 
tend to serve to eliminate the reckless competition which is largely 
responsible for the present unsatisfactory condition of the foundry 
business.” 

Mr. Ellsworth Taylor, New York, a member of the Committee on Costs, 
commented on the plan presented in part as follows: 

“Briefly stated it has been determined that, in order to accurately 
obtain the cost per pound of good castings, according to classes or indi- 
vidual patterns, after the costs of metal and direct or applied labor have 
been ascertained, certain kinds of burden or surcharge for labor and 
materials must be distributed to each class in which the product may be 
divided in two general ways: 1, according to weight of good castings; 2, 
according to a percentage of the direct or applied labor used in producing 
each class. 

“It is suggested that in arranging the items in the section, ‘ Distribu- 
tion of Burden or Surcharge of Metal,’ the foundrymen group together 
those expenditures which relate to the successive steps through which the 
metal passes from the pig up to the finished castings. For example: 
1, Cost of metals delivered at yard; 2, Cost of materials and all expendi- 
tures to cupola; 3, Cost of materials and labor to cover molten iron in 
ladle; 4, Cost of molding supplies and all items incidental to same; 
5, Cost of all general and miscellaneous items which must be distributed 
into the costs on a basis of weight of good castings. 

“The rule is that all labor is direct or applied when capable of direct 
distribution to any class of castings or individual patterns, and when it 
would be included as a direct labor charge in making the cost of an 
individual job. Otherwise the labor items must be classed as burden or 
surcharge cost. The foundryman should be careful to observe this rule 
when figuring detailed cost, as the percentage of burden or surcharge ap- 
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portioned to individual costs on a basis of direct or applied labor is 
obtained by dividing the total cost of the section after ‘Surcharge of 
applied labor distributed on per cent. basis’ by the total of the ‘applied 
labor’ section. Therefore, if we include in the applied labor section any 
considerable amount of labor which does not come within the above 
named definition of direct labor, we are apt to develop a percentage rate 
which will not cover our real burden or surcharge. 

“In apportioning the commercial cost to the classes into which the 
product may be divided the unit of distribution should be made upon a 
basis of equity, taking into consideration the real conditions governing the 
sale of each class, such as the amount of sales, the costs up to the ‘com- 
mercial costs’ section, the difficulty in making sales, the oiheme of adver- 
tising, etc. Individual conditions must be carefully studied before the 
unit of distribution for this class is adopted. 

“The grand summary will be based on the following data: 1, total 
good castings produced; 2, cost of metals used; 3, cost of applied labor; 
4, cost of total surcharge divided into (a) cost of items to be distributed. 
as: surcharged or burden on basis 6f per cent. of applied or direct labor; 
5, total cost of output; 6, commercial costs; 7, gross cost of output; 
8, net cost of metals used per pound of good castings; 9, burden or sur- 
charge to be distributed to individual costs on a basis of per pound of 
good castings; 10, burden or surcharge to be distributed to individual 
costs on a basis of per cent. of direct or applied labor.” 


ED 


The Uses of Typewriter and Carbon Paper. 


“ The average office has not really awakened as yet to the fact that the 
typewriter can be something besides a letter-writing machine,” says H. C. 
Tuttle in Office Appliances for June, 1908. 


“In a certain concern the billing was being done on the typewriter, and 
in addition it was necessary for a slip to be written for the collection de- 
partment, called a ‘ Draft Notice,’ which was filed ina tickler system to call 
up the date upon which it would be desired to make draft on the consignee 
for the amount of the bill. This was being done with two operations— 
writing the bill and writing the slip. By simply printing their forms 
in register, so that the information which was called for on both 
forms could be printed right through at one writing with the insertion 
of a sheet of carbon paper, this work could be cut in two. The saving 
of one operation was thus to be accomplished by the simple detail of pro- 
viding the proper arrangement of the matter on the forms, so that they 
could be used with a carbon sheet. 


“In the preparation of monthly itemized bills or- statements, a plan 
has been devised whereby a form is printed with a right-hand end fold 
perforated, the top form constituting a customer’s bill, and the duplicate 
the sales record. The object attained is that of securing at one writing 
this customer’s bill, and a sales record, by the use of carbon paper between 
the sheets, and the insertion of the form each time a posting is made 
throughout the month, the set of forms being kept in the interim in 
cabinets or binders. 

“In the combination of forms there is practically no limit to the 
variety of combinations that can be secured, the best results being at- 
tained when all factors are carefully considered, and the system made 
mobile as well as comprehensive. Bill and order sets run all the way 
from simple three or four form sets, consisting of unextended bill, and 
factory copy, with posting copy, and perhaps shipping copy, up to sets 
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containing ten or a dozen forms, comprising the requirements of the cost, 
the shipping, the accounting, and the sales departments In every case, 
I repeat, the consideration of mobility as well as scope should rule. It is 
possible to discover from time to time, in every large office, methods of 
utilizing the typewriter in an intelligent way in combination with other 
systems to accomplish economical results. 

“In the manufacture of forms for the typewriter a small but important 
detail is their assembling in such shape as to permit of their —_ readily 
interleaved with carbon, and inserted in the machine without shuffling out 
of registration. In this case the office boy can prepare the forms and have 
them ready for instant insertion in sets, carbon paper and all, by the 
operator. Every detail should be planned with special reference to the 
saving of time of those whose time is more valuable or specialized, at 
the expense of the employes of smaller wage.” 





University of Minnesota. 


“ Auditing and the Duties and Responsibilities of a Public Accountant 
and Auditor,” was the subject of an address by J. Gordon Steele, of J. 
Gordon Steele & Company, chartered accountants, before the students of 
the economics and political science department of the University of 
Minnesota, May 26, 1908. The lecture was the last of a course on auditing 
that has been given during the present semester, and was largely attended. 


The report of the auditor to the company should exhibit a correctly 
stated profit and loss account of the business for the period covered by 
the audit and a balance sheet, which will disclose the difference in the 
standing of the business at the different dates, and will show which items 
have increased and which have decreased. Many useful statements are also 
prepared in connection, according to the nature of the business. Details 
as to how the profits have been made as between different commodities 
or  aamees departments, apportioning the sales, costs and expenses over 
each. 

Concluding the report with general remarks, it is customary to state 
any improvements possible in the present system of accounting which 
may occur to the auditor during the course of his work, and also any other 
general items which it is considered necessary to bring to the notice of the 
company. No matter who employs him the public accountant must take 
a completely unbiased view of the whole situation. 

The public accountant and auditor should also be competent to devise a 
cost system of accounts for any business, and also a general office system 
of accounts. The profession of public accountant and auditor is one of 
absolute secrecy. 

The great drawback to the profession of public auditors and account- 
ants in the West to-day is the lack of a sufficient number of duly qualified 
accountants to overtake the work required to be done. The demand will 
soon produce the supply, but the men entering the business should be 
careful to pay sufficient attention to necessary qualifications. 





The University of Illinois has appointed Mr. William Arthur Chase, 
L. L. B., C. P. A., of the firm of McGregor, Chase & Company, Certified 
Public Accountants, Chicago, IIl., a member of the State Board of Exam- 
iners in Accountancy, the term of office being for three years from the 
Ist of July, 1908. 
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ConDUCTED BY LEO GREENDLINGER, M.C.S. 


Criticism and exchange of ideas will clear many a doubt and at the same time improve 
shortcomings. To solve, compare, and criticise C. P. A. problems, and thereby to aid in 
bringing about a uniform American standard for C. P. A. examinations, is the object of this 
department. With the aid of suggestions and criticism from the professional brethren, it 
can undoubtedly be achieved. Inquiries will be cheerfully answered. 





The following are two re ntative problems set by The Society of 
Accountants and Auditors in London, England, at the Final Examinations, 
held June 4 and December 4, 1907, respectively, under the headings, 
“‘Advanced Bookkeeping and General Commercial Knowledge,” and 
kan Adjustment of Partnership and Executorship Accounts,” with 
solutions. 


QUESTION 1. 


(June 4, 1907.) 


The following figures are taken from the books of the A. B. Mills as at 
December 31, 1906. You are requested to prepare from them a Trial 
Balance, a he. 0 oa Account, a Trading Account, and a Profit and 
- Loss Account, showing the cost of manufacture. Prepare also a Balance 
Sheet. The period is one year. 


EE anc neanvdcs chakdibatedeeshatwans $25,000 
es os oo a au wad Rae ae aa Fue wal eb a 81,250 
CR Ahids dees seh oneaeenehian ds yagntneany 22,500 
eee EEO OEP EE TOE EL LE AO 2,500 
DP abacadshncnsd thie aes <acveds ncekpaacens 12,500 
ee EE IS obi 0.0.4 dn oed nee ct cag eaas 3,125 
on cn one. wei. d 6 Ciocnls entalenk om ales 1,250 
PR sh nd.d bah 0d 6h6g 04466040000 60re ae 4ekR SOO 685 
Sundry Expenses (Mills)...............-.+2-00. 1,060 
ND 66. p.preck Rade 6 tad O54 9 00 bee Hee kd 0-4 155 
CC cA vAehe obs eens Tetbaeee SUEEEUR KOEN SOS 2,500 
PneuHits ohne deeiecavenvebesanietbaveck 3I0 
Ns 2 cae sv ecesabetcrcnedsnantesnawnts 425 
ns tabs et enes een ineniasnaneted 1,250 
ET NEED 6 o.ciccobecsctnawaseosentess 1,125 
en Lod Calas x ey ah onde ea ke eRe Lele 1,000 
els che a a & cla fae Serna 1,875 
i ssn cdctsicnbeshewesad ne tame 440 
NS SGT CEE EEE EEE EEE Oe aE 410 
Cag at Bank and im hand... .........0ccceseses 14,065 
PEs 6 ove cccscprecepersecaecadeseasve 37,500 
6k Khon ncledh gonevneseketadane 22,500 
i 6 2knw shes 6640 0% oe SN Ree eed Od 6,250 
Pimteres, Fittings, OGlice ... 2... ccc ccc cc cece 475° 
SENS 4 CRGKGES 6b nce ost k eu ese cnc eUeee dees 93,750 
BONE GUE UNM. so 3 on in oss somesns deseen 65,92 5 
Es bss noo 6s bWedkede eee era weRr een 38,400 














C. P. A. Question Department. 


QUESTION 2. 
(December 4, 1907.) 


Diogenes Brown and Eusebius Robinson, having separate businesses, 
agree to a joint venture in a cargo of goods to a newly-established Colony, 
under the following arrangement: 

Each supplies $5,000 of his own goods, beside which they jointly 
a pag $10,000 (net) from other parties. This latter sum is paid by 

. R., who receives all the goods into his own warehouse, packs them, 
ts them on board ship, and wee all the necessary outgoings. For this 
e makes a charge of $50, and is entitled to interest at 5 per cent. per 
annum for Cash-out-of-pocket, until the realization. The out-of-pocket 
expenses are: Freight and Charges, $175; Insurance, $125; and Packing 
Cases, $35. The goods are sold upon arrival for $25,000 and at the end of 
three months from the start of the transaction a remittance, less charges 
for Landing, Warehousing, Sale Charges and Commissions, etc., $412.75, 
is received by E. R. Journalize these transactions, and raise proper 
Joint Adventure Accounts in the books of both parties, showing the profit 
made, which is to be equally divided. 


SOLUTION 1. 
TRIAL BALANCE OF THE A. B. MILLS, DECEMBER 31, 1906. 


Cash at Bank andinhand...-............... $2,813.00 
eS eRe vie es ws es bh ok 0 as ee ae 7,680.00 
Se re 13,185.00 

ais a Wake ba 8 p01 a 0 g:ni0-0 dls © ab 950.00 

NL 46. kshal sie aa dc 6:5.s:hlas wn+ Ke Da eM 5,000.00 

GN GSR 0-5 3, BS. okt sv VA alma Re ee $16,250.00 
ISPS PRS ae Searcy | oe 4,500.00 
IED 6 5-6. o's 0's ds v.s'amele aces eae 500.00 
Ed Abia Sinn «.<'s ¢4e e046. 645108 8 > * 2,500.00 

pa ee 625.00 
SE EEE Cron rer er ee 250.00 

chit ts ho wt ge hs + « ana sok 5s kbs 137-00 

Sundry Expense (Mills) .................... 212.00 

DA fag add oh a4, 0.0 664,098» chen des ¥s 31.00 

EE SS ath’ 36 6 GMM hig asl Dds 068g) 4u i bree 500.00 

RES REPENS one oe a er eee ane 62.00 

EE ee ere Seer rer 85.00 

A i hb eg hs as Hs.c vie CAs so oe wwe 250.00 
I wr gic sa 6 Sd bay 4 Bea oe 225.00 
ens ot hiis Xa 8 oa whee the ae 200.00 
Se ee Ee 375.00 
ES Ree eee 88.00 
ee srk on hide do Bem hee ce Onis 82.00 

SEE es ee eee ree re $7,500.00 
EOS Pee eee ee eee ee 1,250.00 
SE eee Peery ae 4,500.00 

Re ar Ar eee Teer ee 18,750.00 
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SOLUTION 2. 
(JouRNAL oF EvseEsius Rosinson.) 
er ee $20,385.00 
For total cost of a cargo of 
goods shipped to ————— on 


joint account of myself and 
Diogenes Brown. 





To MERCHANDISE — eines $5,000.00 
For a lots of g which 
we supplied. 
D10GENES BRownN......... $5,000.00 
For a lot of goods sup- 
lied by him. 
CasSH ...... aa de a hae Oe 10,335.00 
| For additional purchases 
(paid by me $10.000) and 
charges on the shipment, 
viz.: Freight, etc., $175; 
Insurance, $125; and 
Packing Cases, $35. 
ES ee ee ee 50.00 
For handling the ship- 
ment. 
CRs nes 0 di miateds nace ddnndes paotewes $24,587.75 
Net proceeds received this da 
for our joint adventure wit 
D. B. 
To Joint ADVENTURE TO.....-. $24,587.75 
Proceeds of sale of our 
shipment in Co. with D. 
Brown. 
Pe PR Tere re ee $127.19 
For interest charges on money 
advanced. 
To INTEREST GAINED.......... 127.19 
5% on $10,335 advanced 
on Joint Adventure for 
three months. 
JOS DOVENTUE GR a0. 00 oo siinsciscedsute » $4,075.56 
For profit made on the venture 
in Co. with D. B. 
To Diocengs Brown ......... 2,037.78 
For his one-half share in 
the profits. 
Prorit AND Loss AccouNT.. 2,037.78 


For my share in the 
profits. - 
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The Journal of Accountancy. 


JOURNAL OF DIOGENES BROWN. 
Joint ADVENTURE TO... 6.2... 6.0 cece ee eees $5,000.00 
For my share of prime cost in 
Co. with E. Robinson, who 
manages the adventure. 


To MERCHANDISE (Sales) ...... $5,000.00 
For goods contributed by 
me. 

E.  mepeny sae A aes ans aa ROHS FSS 8 $7,037.78 
or net proceeds o e as per 
account of sales rendered. 

To Joint ADVENTURE TO...... 7,037-78 

Representing my original 


share of prime cost— 

$5,000, and one-half 

share of profits. 
COMMENTS. 

\n presenting the above problems the monetary system was changed in 
-—_ to render the solution more easily comprehensive by American 
readers. 

As pointed out in last month’s JourNaL, the problems in the Final 
Examination are gotten up in the same haphazard style as the problems 
of the Intermediate Examination. Ifthe examination is sup to bein 
Practical Accounting the questions, surely, ought to be practical. The 
first question, while rather a good test problem, is lacking the finishing 
touch which would make it as though it were taken from actual practice. 
There is no item of rent included, which is rather strange. Whether the 
Mill owns Real Estate or not, there surely ought to be a charge for rental. 

Another unpractical arrangement we can observe in the item “yarn 
(used)’’. The question Sp “The following figures are taken from 
the books of the A. B. Mills, etc.,”” and the first item is certainly not 
shown directly on the books, but arrived at after taking into consideration 
various elements, such as Purchases, Returns, Inventory, etc. - It would 
be better to give all the accounts that result in the figures, showing how 
much yarn was used. For the preparation of a Balance Sheet, as required 
in the problem, we necessarily desire to know the inventory of goods on 
hand. A going concern, such as this is supposed to be, surely has some 
stock on hand. % 

There are no comments to be made pegpetins the make up of the 
second problem. What attracts our parti attention in the make up 
of the paper of this examination is, that the problems are of a general 
character, as they should be, and not very specialized. 

The accounts in the Trial Balance are arranged in the following 
order: Real, Nominal, Personal, and Capital. The respective debits or 
credits of each of the accounts was arrived at by an analysis of the nature 
of each account. , 

Proper division of the nominal accounts into the various sections of 
the Profit and Loss Account was made, with the exception of Insurance, 
Taxes, and Depreciation, which were not charged to Manufacturing, but 
to the Profit and Loss section. The wording of the problem is not clear 
enough for an apportionment of these items, hence they are shown 
as of a general nature. 

In solving the second problem it was inferred from the phrasing of 
the question that Eusebius Robinson was the manager of the adventure 
hence the reason why a full record of the adventure is kept in his books, 
from the time of shipment until the final remittance is reeeived, while 
such is not the case in Brown’s books. : 

The time that the Society allowed for answering six. questions, the 
above two being representatives, was three hours. No matter how 
much knowledge an accountant may possess, and no matter how ex- 
perienced he may be, he cannot, if his answers are to have any form or 
style, solve the above problems in one hour. It is time for examining 
bodies to recognize the unfairness to candidates in allowing so little 


time 
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